Mr SSB Nkehli 
The Accounting Officer 
Uthukela District Municipality 
P.O.Box 116 

Ladysmith 

3370 

24 November 2009 

Reference: 21445REG0809 


Dear Mr Nkehli 

MANAGEMENT REPORT ON THE REGULARITY AUDIT AND THE AUDIT OF PERFORMANCE 
INFORMATION OF THE UTHUKELA DISTRICT MUNICIPALITY FOR THE YEAR ENDED 30 
JUNE 2009 

INTRODUCTION 

1 . This management report is provided to the accounting officer of the Uthukela District 
Municipality in connection with our audit of the financial statements and the review of the 
performance information for the year ended 30 June 2009. 

2. The report contains the following main subsections: 

• The Auditor-General’s responsibilities 

• The Accounting officer’s responsibilities 

• Significant findings from our audit of the financial statements 

o Financial matters 
o Governance matters 

• Significant findings from our review of the performance information 

• Significant findings from specific focus areas 

• Information on audits conducted other than on the financial statements 

o Investigations 
o Performance audits 
o Special audits 

• Ratings of the audit findings 

• Summary of detailed audit findings 

3. Annexures A, B, and C contain information on the detailed audit findings. The detailed findings 
were communicated during the course of the audit and include management’s responses 
thereto. 
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THE AUDITOR-GENERAL’S RESPONSIBILITIES 

4. Our responsibility is to express an opinion on the financial statements and to report on findings 
related to our review of performance information. Our engagement letter sets out our 
responsibilities in detail. These include the following: 

• Planning and performing the audit to obtain reasonable assurance about whether the 
financial statements are free from material misstatements, whether caused by fraud or 
error. 

• Performing procedures to obtain audit evidence about the amounts and disclosures in the 
financial statements. The procedures selected depend on our judgement, including the 
assessment of the risks of material misstatement of the financial statements. 

• Considering internal controls relevant to the entity’s preparation and fair presentation of the 
financial statements. 

• Evaluating the appropriateness of accounting policies used and the reasonableness of 
accounting estimates made by management. 

• Evaluating the overall presentation of the financial statements. 

• Expressing an opinion on the financial statements based on the audit in accordance with 
the International Standards on Auditing (ISAs). 

• Evaluating non-compliance with applicable legislation relating to financial matters, financial 
management and other related matters. 

• Evaluating the appropriateness of controls, systems and processes to ensure the accuracy 
and completeness of reported performance information. 

• Reading other information in documents containing the audited financial statements. 

5. Because of the test nature and other inherent limitations of an audit, we do not guarantee the 
completeness and accuracy of the financial statements or performance information, or 
compliance with all applicable legislation. 

6. Having formed an opinion on the financial statements we may draw the user’s attention, when 
in our opinion it is necessary to do so, by way of additional communication in the auditor’s 
report to: 

• a matter, although appropriately presented or disclosed in the financial statements, that is 
of such importance that it is fundamental to user’s understanding of the financial 
statements; or 

• as appropriate, any other matter that is relevant to the user’s understanding of the auditor’s 
responsibilities or the auditor’s report. 

These items are normally included under the headings ‘emphasis of matter’ and ‘other matters’ 
respectively in the auditor’s report and include an indication that they do not affect the auditor’s 
opinion. 


THE ACCOUNTING OFFICER’S RESPONSIBILITIES 

7. The accounting officer’s responsibilities are set out in detail in the engagement letter. These 
include the following: 

• The preparation and fair presentation of the financial statements in accordance with the 
Statements of Generally Recognised Accounting Practice (Statements of GRAP). 

• Designing, implementing and maintaining internal controls relevant to the preparation of the 
financial statements. 
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• Selecting and applying appropriate accounting policies, and making accounting estimates 
that are appropriate in the circumstances. 

• Disclosing known instances of non-compliance or suspected non-compliance with laws and 
regulations, of which the effects should be considered when preparing financial statements. 

• Monitoring and reporting on performance against predetermined objectives. 

• Providing access to all information that is relevant to the preparation of the financial 
statements and performance information, such as records, documents and other matters. 

• Disclosing all matters concerning any risk, allegation or instances of fraud. 

• Accounting for and disclosing related party relationships and transactions. 


SIGNIFICANT FINDINGS FROM OUR AUDIT OF THE FINANCIAL STATEMENTS 
FINANCIAL MATTERS 

Material misstatements not corrected at the date of this report 

8. No uncorrected material misstatements. 


Material misstatements corrected during the audit 

9. The following represents the material misstatements arising from a difference between the 
amount, classification or presentation of a reported financial statement item and the amount, 
classification or presentation that is required for the item to be in accordance with the 
applicable financial reporting framework. These misstatements were identified during the audit 
and were corrected by management. These misstatements were not prevented or detected by 
the municipality’s system of internal control. We urge management to implement improved 
controls over the matters reflected as the root cause for the misstatements. 


Financial statement item 

Reason for 
misstatement 

Dr 

Cr 

Root cause(s) (as 
per table below) 

R 

R 

Accumulated 
Surplus/Deficit 07/08 

No liability recorded 
for the prior year in 
respect of post 
retirement medical 
aid benefits 

R1 0,938,261 


CE5, Ml 

Retirement benefit 
obligations (07/08) 


R1 0,938,261 

Current Service costs 
08/09 

Recognition of the 
actuarial loss for 
the current year 
and reversal of the 
total retirement 
benefit obligation 
recognised in the 
current year. 

R 2,575,427 


CE5, Ml 

Retirement benefit 
obligations 08/09 

R1 0,874,523 


Accumulated 
Surplus/Deficit 0809 


R1 3,449,950 

Accumulated 

Surplus/Deficit 

Unrecorded liabilities 
payable to other local 
municipalities 

R4,072,894.47 


CE5, Ml 

Contingent liability 
(Disclosure) 


R 1,358,914 

Trade and other 
payables 


R 2,713,980 
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10. The following represents the material misstatements that arose from a difference between the 
disclosures in the financial statements and the disclosures required by the financial reporting 
framework. These misstatements were identified during the audit and were corrected by 
management. These misstatements were not prevented or detected by the municipality’s 
system of internal control. We urge management to implement improved controls over the 
matters reflected as the root cause for the misstatements. 


Financial statement item 

Disclosure 

Amount 

R 

Root cause(s) (as per 
table below) 

Unauthorised 

Expenditure 08/09 

Non disclosure of bulk water 
purchases for the 08/09 
financial year unbudgeted for 

R2, 454, 91 9 

CA 5, M 1 

Unauthorised 

Expenditure 07/08 

Non disclosure of bulk water 
purchases for the 07/08 
financial year unbudgeted for 

R2,369,385 

CA 5, M 1 

Contingent liabilities 

Legal confirmation indicated 
a contingent liability of R4, 
000,000.00 UthukelaDM 
disclosed a contingent 
liability of R4,000.00 

R4,000,000 

CE5 


Legend 

CE = Control environment (ISA 315.14(b) and A69-A75) 

The organisational structure does not address areas of responsibility and lines of reporting to support 
effective control over financial reporting. 

1 

Management and staff are not assigned appropriate levels of authority and responsibility to facilitate 
control over financial reporting. 

2 

Human resource policies do not facilitate effective recruitment and training, disciplining and supervision of 
personnel. 

3 

Integrity and ethical values have not been developed and are not understood to set the standard for 
financial reporting. 

4 

The accounting officer/authority does not exercise oversight responsibility over financial reporting and 
internal control. 

5 

Management’s philosophy and operating style do not promote effective control over financial reporting. 


The entity does not have individuals competent in financial reporting and related matters. 

7 

1 RA = Risk assessment I 

Management has not specified financial reporting objectives to enable the identification of risks to reliable 
financial reporting. 

1 

The entity does not identify risks to the achievement of financial reporting objectives. 

2 

The entity does not analyse the likelihood and impact of the risks identified. 

3 

The entity does not determine a risk strategy/action plan to manage identified risks. 

4 

The potential for material misstatement due to fraud is not considered. 

5 

CA = Control activities 

There is inadeguate segregation of duties to prevent fraudulent data and asset misappropriation. 

1 

General information technology controls have not been designed to maintain the integrity of the 
information system and security of the data. 

2 

Manual or automated controls are not designed to ensure that the transactions occurred, are authorised, 
and are completely and accurately processed. 

3 

Actions are not taken to address risks to the achievement of financial reporting objectives. 

4 

Control activities are not selected and developed to mitigate risks over financial reporting. 

5 

Policies and procedures related to financial reporting are not established and communicated. 

6 

Realistic targets are not set for financial performance measures, which are in turn not linked to an 
effective reward system. 

7 

1 1C = Information and communication | 

Pertinent information is not identified and captured in a form and time frame to support financial reporting. 

1 

Information required to implement internal control is not available to personnel to enable internal control 
responsibilities. 

2 

Communications do not enable and support the understanding and execution of internal control 

3 
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processes and responsibilities by personnel. 

M = Monitoring 

Ongoing monitoring and supervision are not undertaken to enable an assessment of the effectiveness of 
internal control over financial reporting. 

1 

Reviews by internal audit, the audit committee or self-assessment are not evident. 

2 

Internal control deficiencies are not identified and communicated in a timely manner to allow for corrective 
action to be taken. 

3 


Funding of operations/Financial sustainability/Going concern 

1 1 . While the Uthukela District Municipality has prepared financial statements on a going concern 
basis, there are a number of indicators that its financial sustainability is under threat. These 
include the following: 

• Conditional Grants of R29, 1 million had been utilised for operational expenditure. 

• Debtor non payment for water and sanitation services and a resultant 61% Increase in 
consumer debtors from the prior year. 

• Payments to creditors not made within the prescribed timeframes as contained in the MFMA 
due to cash flow difficulties. 

• The municipality incurred a net deficit of R64,3 million for the year ended 30 June 2009. 

Qualitative aspects of accounting practices 

Selection of accounting policies 

12. The accounting officer’s report indicates that the municipality has changed the basis of 
accounting from IMFO standards to South African Standards of Generally Recognised 
Accounting Practice (GRAP) as issued by the Accounting standards Board in accordance with 
Section 122(3) of the MFMA. 

Material losses/impairments 

13. As disclosed in note 34 to the financial statements, distribution losses amounting to R16,2 
million was incurred during the water distribution process. 

Unauthorised/fruitless and wasteful/irregular expenditure 

14. The Uthukela District Municipality incurred fruitless and Wasteful expenditure due to penalty 
interest being levied for late payment of electricity accounts. The projected costs of penalty 
interest not included in the fruitless and wasteful expenditure disclosure note is estimated to 
amount to R67 950,04 

15. Unauthorised expenditure amounting to R2 454 919 (2008/09) and R2 369 385 (2007/08) was 
not disclosed in the financial statements. This bulk water expenditure from DWAF had been 
incurred but was not included in the municipality’s approved budget. 

Budgetary control 

16. No material findings were identified during our audit 

Accounting discipline 

17. No material findings were identified during our audit 
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Financial indicators/ratios 


18. The following are key financial indicators at the municipality. The indicators are not in line with 
the expected norms for this type of entity. We recommend that management implement 
stringent controls to normalise them to ensure the continued effective operation of the 
municipality. 

a. Current ratio: 0.3:1 compared to the norm of 2:1 

b. Debt collection: 81 5 days 

Significant uncertainties 

19. No significant uncertainties were identified during our audit 

Financial reporting systems 

20. No material findings were identified during our audit 

Revision of the previously issued financial statements 

21 . There were no revisions to previously issued financial statements. 

Accounting reforms 

22. No material findings were identified during our audit 

GOVERNANCE MATTERS 

Material inconsistencies in information included in the annual report 

23. 1 have not obtained the other information included in the annual report and have not been able 
to identify any material inconsistencies with the financial statements. 

Internal audit 

24. Although the municipality has an internal audit function, it is not adequate for the purposes of 
the audit for the following reason: 


• The internal auditors did not continuously audit performance measurements and submit 
quarterly reports on these audits to the municipal manager and the audit committee in 
compliance with section 14 (c ) of the Municipal Planning and Performance Management 
Regulations, 2001 . 

Audit committee 

25. The audit committee did not meet prior to the submission of the financial statements for 
auditing on 31 August, to review the adequacy, reliability and accuracy of the financial 
statements. 

Management of risk 

26. The municipality did not conduct a risk assessment as required by section 62(1 )(c )(i) of the 
MFMA. Consequently a risk management strategy had not been documented to address 
identified risks. 

Prior year observations and recommendations addressed 
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27. Prior year observations and recommendations were substantially addressed. 


Unavailability of key personnel 

28. Key personnel were available during the audit 

Adequacy and competence of financial reporting personnel 

29. The municipality has a full time chief financial officer and other financial reporting personnel 

Unavailability of expected information 

30. No significant delays were experienced in obtaining required information 

Late submission of financial statements 

31 . Financial statements were received on 31 August 2009 in compliance with MFMA. 

Related parties 

32. No related parties requiring disclosure were identified 

Performance rewards 

33. No material findings were identified during our audit 

Non-compliance with applicable legislation 

MFMA, Municipal Systems Act 

34. Sections 74(1) and 104(1)(b) of the MFMA were not complied with, in that, reports for all 
contracts awarded over R100 000 had not been submitted to treasury. 

35. Section 71 of the MFMA was not complied with, in that signed reports on conditional grant 
spending was not timeusly submitted to the National Treasury 

SCOPA / Oversight resolutions 

36. The municipality was not required to attend any SCOPA hearings in the 2008/09 financial year 

Key governance responsibilities 

37. The MFMA tasks the accounting officer with a number of responsibilities concerning financial 
and risk management and internal control. Many of these have been addressed in detail above. 
The table below reflects how certain of the financial and governance matters as well as other 
matters included under the reporting on performance information below, will be reported in the 
auditor’s report. 


No. 

Matter 

Y 

N 

Clear trail of supporting documentation that is easily available and provided in 
a timely manner 


1. 

No significant difficulties were experienced during the audit concerning delays or 
the availability of requested information. 

□ 


Qua 

lity of financial statements and related management information 


2. 

The financial statements were not subject to any material amendments resulting 
from the audit. 


□ 
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No. 

Matter 

Y 

N 

3. 

The annual report was submitted for consideration prior to the tabling of the 
auditor’s report. 


□ 

Timeliness of financial statements and management information 


4. 

The annual financial statements were submitted for auditing as per the legislated 
deadlines section 126 of the MFMA. 

□ 


Availability of key officials during audit 


5. 

Key officials were available throughout the audit process. 

□ 


Development and compliance with risk management, effective internal control 
and governance practices 


6. 

Audit committee 




• The municipality had an audit committee in operation throughout the 
financial year. 

□ 



• The audit committee operates in accordance with approved, written terms of 
reference. 


□ 


• The audit committee substantially fulfilled its responsibilities for the year, as 
set out in section 166(2) of the MFMA. 


□ 

7. 

Internal audit 




• The municipality had an internal audit function in operation throughout the 
financial year. 

□ 



• The internal audit function operates in terms of an approved internal audit 
plan. 

□ 



• The internal audit function substantially fulfilled its responsibilities for the 
year, as set out in section 165(2) of the MFMA. 

□ 


8. 

There are no significant deficiencies in the design and implementation of internal 
control in respect of financial and risk management. 

□ 


9. 

There are no significant deficiencies in the design and implementation of internal 
control in respect of compliance with applicable laws and regulations. 


□ 

10. 

The information systems were appropriate to facilitate the preparation of the 
financial statements. 

□ 


11. 

A risk assessment was conducted on a regular basis and a risk management 
strategy, which includes a fraud prevention plan, is documented and used as set 
out in section 62(c)(i) of the MFMA. 


□ 

12. 

Delegations of responsibility are in place, as set out in section 79 of the MFMA. 

□ 


Follow-up of audit findings 


13. 

The prior year audit findings have been substantially addressed. 

□ 


14. 

SCOPA resolutions have been substantially implemented. 

□ 


Issues relating to the reporting of performance information 


15. 

The information systems were appropriate to facilitate the preparation of a 
performance report that is accurate and complete. 


□ 

16. 

Adequate control processes and procedures are designed and implemented to 
ensure the accuracy and completeness of reported performance information. 


□ 

17. 

A strategic plan was prepared and approved for the financial year under review 
for purposes of monitoring the performance in relation to the budget and delivery 
by the Uthukela District Municipality against its mandate, predetermined 
objectives, outputs, indicators and targets section 68 of the MFMA. 

□ 


18. 

There is a functioning performance management system and performance 
bonuses are only paid after proper assessment and approval by those charged 
with governance. 

□ 
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Achievement of good practice indicators 

The following good practices are the drivers of audit results. We have indicated our assessment of 
the municipality’s achievement of these good practices, based on the matters included elsewhere 
in this report. 



Good practice 

Y 

N 

1 

Clear trail of supporting documentation that is easily available and provided 
timeously. 

□ 


2 

Quality of financial statements and related management information. 


□ 

3 

Timeliness of financial statements and management information. 

□ 


4 

Availability of key officials during audits. 

□ 


5 

Development and compliance with risk management and good internal control and 
governance practices. 


□ 

6 

Leadership/supervision and monitoring. 

□ 



38. Key officials have been available throughout the audit to offer assistance, thus enabling the 
entity to timeously provide a clear trail of supporting documents. However, insufficient 
monitoring by management and an ineffective audit committee resulted in material 
adjustments having to be made to the amounts and disclosure notes to the financial 
statements. Furthermore, the organizational structure did not address areas of responsibility to 
support effective controls over performance information reporting. 


SIGNIFICANT FINDINGS FROM OUR REVIEW OF THE PERFORMANCE INFORMATION 

39. The following shortcomings were identified in relation to the managing of, and reporting on, 
performance information: 

• Performance Information was not received in time for audit purposes. 

• There was overall non-compliance with the legislative requirements pertaining to the planning, 
monitoring and reporting of performance information. 

• The integrated development plan did not include the key performance indicators and 
performance targets determined in terms of its performance management system, as required 
by sections 26(i) and 41 (1 )(b) of the MSA. 

• The audit committee did not review the performance management system and make 
recommendations in this regard to the council. 

SIGNIFICANT FINDINGS FROM SPECIFIC FOCUS AREAS 

40. No audit findings 

INFORMATION ON AUDITS CONDUCTED OTHER THAN ON THE FINANCIAL STATEMENTS 


Investigations 

41 . There were no investigations conducted during the year. 

Performance audits 

42. There was no performance audits conducted during the year. 


Special audits 
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43. There were no special audits during the year. 


RATINGS OF DETAILED AUDIT FINDINGS 

44. For the purposes of this report, the detailed audit findings included in annexures A to C have 
been classified as follows: 

• Matters to be included in the auditor’s report. 

These matters should be addressed as a matter of urgency. 

• Other important matters - deficiencies that could adversely affect the entity’s ability to 
initiate, record, process and report financial data consistent with the assertions of 
management on the financial statements and in accordance with the applicable basis of 
accounting. Unacceptable risk that errors and irregularities may occur that will not be 
prevented or detected by the internal controls in good time. 

These matters should be addressed within the next 12 months. 

• Administrative matters - non-material non-compliance with applicable legislation, or 
misstatements in the financial statements that are unlikely to affect the decisions of a user 
and do not affect the financial statements as a whole, or opportunities for improvement, or 
other matters of governance interest. 

These matters should be addressed at the discretion of the entity. 

45. Failure to address matters reported in a particular category may result in the matter being rated 
as more significant in the next financial year. 

APPRECIATION 

46. We would like to express our appreciation for the courtesy extended and assistance rendered 
by the staff of the Uthukela District Municipality during the audit. 

Yours sincerely 


Vanuja Maharaj 
Operational Leader: KZN 


Enquiries: 

Telephone: 

Fax: 

Email: 


Ntombifuthi Precious Makaye 
(033) 2647400 
(033) 2647596 
pmakaye@agsa.co.za 


Distribution: 

CEO 

CFO 

Audit committee chair 
Flead of internal audit 
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SUMMARY OF AUDIT FINDINGS 


Page. no. 

Finding 

Classification 

Control 

Component 

Impact on audit report 

Other 

important 

matters 

Administrative 

matters 

Reported in 
previous years 

In which years 
was it reported 

Qualificati 

on 

Emphasis 
of matter 

Other 

matters 

Other 

reporting 

responsi- 

bilities 

00 

o 

o 

o 

CM 

o 

o 

o 

CM 

2005/06 

GRANTS 

15 

Conditional grants used for operational expenditure 

Financial 

Control 

activities 


✓ 





Yes 

✓ 



MATTERS OF GOV/INT AUD/COMMITTEE 

16 

Risk assessment not performed. 

Control 

Control 

environment 



✓ 




Yes 

✓ 



17 

Audit committee not fully functioning 

Control 

Control 

environment 



✓ 




Yes 

✓ 



COMPL. WITH LEGISL. (NON-AFS) 

19 

Reports to treasury on awarded contracts not 
submitted 

Compliance 

(Non-AFS) 

Control 

activities 



✓ 




Yes 

✓ 



19 

Reports to treasury on conditional grant spending not 
submitted timeously to treasury 

Compliance 

(Non-AFS) 

Control 

activities 



✓ 




Yes 

✓ 



PERFORMANCE INFORMATION 

20 

Annual Performance report not submitted 

Performance 

information 

Control 

environment 




✓ 



Yes 

✓ 



21 

Contents of the IDP 

Performance 

information 

Control 

environment 




✓ 



No 




22 

Internal auditing of performance measurements 

Performance 

information 

Control 

environment 




✓ 



Yes 

✓ 



REVENUE 

24 

Trade effluent income not accurate 

Financial 

Control 





✓ 


No 
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Page. no. 

Finding 

Classification 

Control 

Component 

Impact on audit report 

Other 

important 

matters 

Administrative 

matters 

Reported in 
previous years 

In which years 
was it reported 

Qualificati 

on 

Emphasis 
of matter 

Other 

matters 

Other 

reporting 

responsi- 

bilities 

00 

o 

o 

o 

CM 

o 

o 

o 

CM 

2005/06 




environment 











25 

Penalty interest overstated by outstanding balances 
on inactive accounts. 

Financial 

Control 

environment 





✓ 


No 




26 

Ezakheni area not being billed for consumption of 
water. 

Financial 

Control 

environment 





✓ 


No 




27 

Distribution losses 

Control 

Control 

environment 





✓ 


Yes 

✓ 



OPERATING EXPENDITURE 

27 

Payments not made within 30 days 

Compliance 

(Non-AFS) 

Control 

activities 





✓ 


Yes 

✓ 



TAXES 

28 

Input VAT incorrectly debited to expense vote 

Financial 

Control 

activities 





✓ 


No 




30 

VAT claimed from non-registered vendors 

Financial 

Control 

activities 





✓ 


Yes 

✓ 



EMPLOYEE COSTS 

31 

Overtime - Monthly overtime exceeds 30% of 
employees monthly salary 

Control 

Control 

activities 





✓ 


Yes 

✓ 



PROPERTY, PLANT & EQUIPMENT 

35 

Fixed asset register discrepancies 

Value for 

money 

Control 

activities 





✓ 


No 




36 

Assets disposed not reflected on the fixed asset 
register 

Control 

Control 

activities 





✓ 


No 




38 

Assets not tagged 

Value for 

money 

Control 

activities 





✓ 


No 
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Page. no. 

Finding 

Classification 

Control 

Component 

Impact on audit report 

Other 

important 

matters 

Administrative 

matters 

Reported in 
previous years 

In which years 
was it reported 

Qualificati 

on 

Emphasis 
of matter 

Other 

matters 

Other 

reporting 

responsi- 

bilities 

00 

o 

o 

o 

CM 

o 

o 

o 

CM 

2005/06 

39 

Physical verification of assets 

Control 

Risk 

assessment 

process 





✓ 


No 




RECEIVABLES 

40 

No policy in place for long outstanding debtors 

Control 

Control 

environment 





✓ 


Yes 

✓ 



INVENTORY 

41 

Inventory reconciliations are not performed. 

Control 

Control 

activities 





✓ 


No 




41 

Inaccurate valuation of stock 

Control 

Control 

activities 





✓ 


No 




PAYABLES/ACCRUALS 

42 

Accruals listing incomplete 

Financial 

Monitoring of 
controls 





✓ 


No 




43 

Reconciliation of deposit register 

Control 

Monitoring of 
controls 





✓ 


No 




44 

Approved tariffs not used for Consumer deposits 

Financial 

Control 

environment 





✓ 


No 




45 

Leave provision not correct 

Financial 

Monitoring of 
controls 





✓ 


Yes 

✓ 



MATTERS OF GOV/INT AUD/COMMITTEE 

46 

Effectiveness of internal audit not assessed by the 
audit committee. 

Control 

Control 

environment 





✓ 


Yes 

✓ 



COMPL. WITH LEGISL. (NON-AFS) 
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Page. no. 

Finding 

Classification 

Control 

Component 

Impact on audit report 

Other 

important 

matters 

Administrative 

matters 

Reported in 
previous years 

In which years 
was it reported 

Qualificati 

on 

Emphasis 
of matter 

Other 

matters 

Other 

reporting 

responsi- 

bilities 

00 

o 

o 

o 

CM 

o 

o 

o 

CM 

2005/06 

47 

Other non-compliance MFMA - Websites 

Compliance 

(Non-AFS) 

Control 

activities 





✓ 


No 




48 

Revenue - Rollover of unspent conditional grants not 
approved 

Control 

Risk 

assessment 

process 





✓ 


No 




FRUITLESS & WASTEFUL EXP. 

49 

Interest on electricity payments not classified as 
fruitless and wasteful 

Financial 

Control 

activities 





✓ 


No 




OTHER 

50 

Vacancies in the finance component 

Control 

Control 

environment 





✓ 


Yes 

✓ 



51 

Tender documents not submitted for audit purposes 

Control 

Control 

activities 





✓ 


No 




PERFORMANCE INFORMATION 

52 

Service delivery budget implementation plan (SDBIP) 

Performance 

information 

Control 

environment 





✓ 


No 




53 

No regular performance reporting 

Performance 

information 

Control 

environment 





✓ 


Yes 

✓ 



EMPLOYEE COSTS 

55 

No electronic leave recording system 

Control 

Control 

environment 






✓ 

Yes 

✓ 
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ANNEXURE A: MATTERS AFFECTING THE AUDITOR’S REPORT 


A. AUDIT REPORT: EMPHASIS OF MATTER 
1. GRANTS 

1.1 EX 45 - Conditional grants used for operational expenditure 
Audit Finding 

In terms of the conditions stipulated in the memorandums of undertakings of conditional grants 
received by the municipality; grants can only be utilised on specific projects per the grant 
conditions and for specific purposes based on the relevant project business plans. Contrary to the 
stipulations per the memorandum of agreement, conditional grants have been utilised for purposes 
other than the purpose for which the grant was intended. 

These grants have been spent on operational costs incurred during the period consequently 
unspent grant creditor at year end is not backed by cash and investments. This is evidenced by the 
following balances per the annual financial statements as at 30 June 2009: 


Extract of the 08/09 Financial Statements 


Unspent conditional grants creditor 

R 32,31 1,781 .00 

Cash and cash equivalents 

R 3,203,769.00 

Investments 

NIL 

Difference 

R 29,108,012.00 


Root Cause 

• Unconditional grants and water revenue are insufficient to fund the operations of the 
municipality and / or this income and operational costs are not being effectively managed to 
prevent the need to utilise conditional grants for operational needs. 

Risk 

• Little or no spending can take place on projects for which conditional grants were intended thus 
having a negative impact on service delivery. 

• Conditional grants may be withheld due to the fact that these grants are being used for 
purposes other than the intended projects. The municipality may cease to be a viable going 
concern. 

Recommendation 

• Management should prepare action plans to improve the budgeting process, reduce costs, 
utilise revenue and grants more effectively and efficiently, and obtain additional operational 
funding if necessary. 

• As and when the operations are able to be sustained solely by funding designated for that 
purpose, unspent conditional grant funding should be kept in a bank account separate to the 
primary bank account. 

Management response 

I am in agreement with the finding, the above situation is not as a result of councils own making, 

and various factors can be attributed to the current working capital position of the municipality. 
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These factors were reported to the provincial departments affected and other stakeholders 
including the past president of the country. 

These issues were dealt with in detail in the past audits under the topic ‘going concern’. They 
emanated among other things the following, 

a) Demarcation processes 

b) Cost of free basic services 

c) Impact of non payment for services 

d) Change in powers and functions 

e) Global economic meltdown 

f) Implementation of Infrastructural projects with no accompanying operations and 
maintenance provisions. 

g) Limitations in tariff modeling ( as a result of external factors e.g. increase in electricity costs 
etc.) 

Management has come up with the strategy to turn the situation around (refer annexure marked 
communication 5 Ex. 45). 

It is hoped that in the near future the question of non payment factor and prepaid mode of water 
supply will be the way forward in order to ensure sustained service delivery. 

NameJ.N. Madondo 
Position: 

Date:03/1 1/2009 

Auditor’s response 

Management comment is noted. However, the matter will be included in the audit report as it 
affects the ability of the municipality to continue as a going concern and may result in grants being 
recalled. 


B. MATTERS OF GOVERNANCE 
1 . INTERNAL AUDIT AND AUDIT COMMITEE 
1.1 EX 2 - Risk assessment not performed 

Audit Finding 

Section 62(1)(c)(i) of the Municipal Finance Management, Act (Act No. 56 of 2003) (MFMA) bears 
reference: “The accounting officer of a municipality is responsible for managing the financial 
administration of the municipality and must for this purpose take all reasonable steps to ensure - 
that the municipality has and maintains effective, efficient and transparent systems of financial and 
risk management and internal control.” 

Contrary to the above section and section 6.1 of the internal audit charter, risk assessments were 
not conducted by the internal auditors during the 2008/2009 financial year. 

Root Cause 

Policies and procedures were not adhered to and adequate steps were not undertaken to ensure 
that risk is assessed and responded to timeously 
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Risk 


• Management is not made aware of the risks affecting the entity to ensure that these are 
mitigated to an acceptably low level for financial reporting and decision making purposes. 

• Adequate processes may not be in place to identify and manage fraud risks 


Recommendation 

Risk assessments should be performed to alert management of risk areas affecting the 
municipality and management can timeously implement internal controls to prevent misstatements. 

Management response 

I am not entirely in agreement with the finding. 

The business environment of the municipality did not change, any formal workshop could have not 
concluded anything contrary to the findings of the risk assessment workshop held in 2007/8. 
Management and Internal auditors agreed that risks emanating from issues raised in the external 
audit report should be prioritized for 2008/9 ( viz Going concern, Reviews of performance 
management systems, Dora compliance and Revenue and collections). These issues were thereof 
deemed to be the extension of scope to 2007/8 risk assessment results. The 2008/9 internal audit 
plan covered these issues. 

Internal audit has submitted its findings (Internal audit report) and the process plan to address 
those issues will be formulated by the CFO’s office. 

NameiJ.N. Madondo 
Position: CFO 
Date: 02/09/09 

Auditor’s response 

Management’s comments noted, however this is non-compliance with the internal audit charter and 
MFMA as no risk assessments were undertaken in the 07/08 and 08/09 financial years so as to 
identify emerging risks affecting the municipality. 


1.2 EX 6 - Audit committee not fully functioning 
Audit Finding 

In order to enhance governance, accountability and independent oversight, it is imperative for the 
audit committee to fulfill their roles efficiently and effectively throughout the year. These 
requirements are legislated in section 166 of the MFMA. Contrary to the MFMA, the audit 
committee did not adequately discharge their responsibilities on matters relating to: 

1 . The adequacy, reliability and accuracy of financial reporting and information (MFMA 2a(iv)) 

2. Performance management (MFMA 2a(ii)) 

3. Effective governance (MFMA 2a(iv)) 

4. Performance evaluation (MFMA 2a(viii)) 

5. A review the annual financial statements provided to council (MFMA 2b) 

6. Matters raised in the prior year audit report (MFMA 2c) 

None of the members of the audit committee has the requisite expertise or experience with 
performance management and would be unable to provide management with the requisite advice 
in relation to performance management. 
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Root Cause 


The municipality’s policies and practices are not implemented to facilitate effective compliance with 
legislation. 

Risk 

• The lack of effective governance and oversight mechanisms increases the risk of fraud, errors 
and misstatements. In addition, management may not be aware of deficiencies in internal 
controls that could impact on service delivery. 

• Insufficient attention paid to performance information by the audit committee could be due to 
inadequate skills of members of the audit committee. 

Recommendation 

The audit committee must be constituted of members who are able to add value and strengthen 
the governance within the entity. Council should assess the effectiveness of the audit committee in 
discharging its mandate as required by the MFMA 


Management response 

• I am entirely in agreement with the finding : 

• Point 1 - refer response for point 5 

• Point 2 - Performance management information was not readily available in the year in 
question 

• Point 3 - It is of the opinion that the internal audit inter alia by advising and considering the 
internal audit report ( refer resolution 6.2 for minutes dated 04 Nov 2009 was addressing 
governance issues, approving internal audit plans, approval of risk policies etc. 

• Point 4- 

• Point 5 - Financial statements were submitted to the audit committee after the audit was 
finalized to give credible view on financial position, ( refer CFO’s item attached to the 
committee) and in turn the chairperson of the audit committee presented financials to council 
and the committee’s recommendations. 

• Point 6 - The audit report was submitted with financial statement and the committee made 
necessary recommendations to council, refer audit committee submission presented. 

Name: J.N. Madondo 

Position:CFO 

Date:02/09/09 

Auditor’s response 

This matter will be included in the audit report as the Audit Committee did not comply with the 

MFMA and the audit committee charter. 
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C. OTHER MATTERS 


1. COMPLIANCE WITH LEGISLATION (NON-AFS) 

1.1 EX 47 - Reports to treasury on awarded contracts not submitted 

Audit Finding 

In terms of sections 74(1) MFMA and MFMA Circular No. 34, "Municipalities are required to submit 
a separate report for each contract awarded (and signed) above R100 000, commencing from 1 
July 2006, and submitted within 15 days of the end of each month." 

Contrary to the abovementioned section, separate reports for each contract awarded above R100 
000, were not submitted to Treasury within the legislated timeframes. 

Root Cause 

Procedures and practices are not in place, to that ensure management's financial reporting 
objectives are achieved and financial reporting risk mitigation strategies are carried out. 

Risk 

Non-compliance with MFMA Circular No. 34. 

Recommendation 

Policies and procedures should be developed and established to ensure compliance with all DORA 
and MFMA reporting requirements. 

A standard checklist should be developed for all reporting requirements which should be 
independently reviewed and monitored. 


Management response 

I am in agreement with the finding. The Supply Chain Manager has been instructed to ensure 
compliance with the requirements of the circular (refer copy of instruction memo attached 
communication 5 ex 47). 

Name: J.N. Madondo 
Position: CFO 
Date:03/1 1/2009 

Auditor’s response 

Matter noted for follow-up in the next audit 


1.2 EX 58 - Reports to treasury on conditional grant spending not submitted on time 
Audit Finding 

In terms of Section 71 of the Municipal Finance Management Act (Act No. 56 of 2003), a 
municipality is required to submit both signed and electronic returns on their conditional grant 
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spending to national treasury. During the audit of grants, it was noted that reports to treasury were 
not submitted in a timely manner. 

Root Cause 

Management has not specified the financial reporting objectives with sufficient clarity and criteria to 
enable the identification of risks to reliable financial reporting. 

Risk 

• Section 71 of the Municipal Finance Management Act, 2003 (Act No. 56 of 2003) as well as the 
DORA have not been complied with. 

• Funds could be withheld if required legislative reporting is not done, thus impacting on service 
delivery. 

Recommendation 

A standard checklist should be developed for reporting which should be independently reviewed 
and monitored. 

Management response 

I am in agreement with the finding; necessary measures will be put in place to avoid the non 
occurrence of this in future. 

Name: J.N. Madondo 
PositioniCFO 
Date:03/1 1/2009 

Auditor’s response 

This issue will be noted for follow up during the next financial audit 


D. OTHER REPORTiNG RESPONSiBiLiTiES 

1. PERFORMANCE iNFORMATiON 

1.1 EX 16 - Annuai Performance report not submitted 

Audit Finding 

Section 45 of the Municipal Systems Act (Act No. of 2001) states that; “the results of the 
performance measurements in terms of section 41(1) (c ) must be audited: 

(a) as part of the municipality’s internal auditing process; and 

(b) annually by the Auditor General” 

Contrary to the above section, the performance information was not timeously submitted to be 
audited as required by section 45 (b) and section 46 of the Municipal Systems Act 

Furthermore in terms of section 41(e) of Municipal Systems Act, the municipality must establish a 
process of regular reporting of performance to the council, political structures, other political office 
bearers, municipal staff, public and other organs of state. However, during the testing of 
performance it was noted that the municipality did not issue any monthly, quarterly or annual 

Page 20 of 55 


performance report on municipal performance as means of creating these regular reporting to 
the afore-said persons 


Root Cause 

Management did not adequately implement procedures to ensure that performance information 
was completed and timeously submitted for audit purposes 

Risk 

The non-submission of performance information impacts on our ability to complete an evaluation of 
the quality of the reported information. 

Recommendation 

Policies and procedures should be implemented to ensure that performance information is 
complete, accurate and timeously submitted for audit purposes. 


Management response 

I am in agreement with the finding 

The municipality is moving towards reaching PMS compliance by 201 1 . Systems are being put in 
place to deal with all PMS related matters. 

PMS framework is in the process of being reviewed, which is aimed at ensuring compliance in 
future. 

Name: Wynand Viljoen 

Position: Acting Executive Director Pianning, Sociai and Economic Services 
Date: 10/09/09: 

Auditor’s response 

The Auditor-General is mandated in terms of section 45(1)(c)(b) of the MSA to audit performance 
information annually. Management is encouraged to comply with MSA as from 2010 as the 
performance reporting is related to service delivery tracking. 


1.2 EX 21 - Contents of the IDP 
Audit Finding 

The 2008/2009 integrated development plan did not include the municipality’s key performance 
indicators and performance targets determined in terms of its performance management system, 
as required by section 26 of the MSA. Furthermore; the scorecards for the heads of departments 
included in the 2008/2009 IDP were for the 2007/2008 financial year. 

The Water Services Development Plan was also not included in the IDP as per section 15(5) of the 
Water Services Act. 1 08 of 1 997 


Root Cause 
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Management did not adequately implement procedures to ensure that the IDP was complete, 
accurate and in compliance with the legislative provisions 

Risk 

Users may not be able to assess the extent to which the municipality had complied with its service 
delivery requirements if key targets and indicators are not included. 


Recommendation 

Management must develop and implement policies and procedures to ensure that the IDP is 
complete, accurate and complies with all relevant legislative provisions. 

Management response 

I am in agreement with the finding; this was as a result of the clerical error. All the 2008/2009 
performance agreements and performance indicators and targets are available with Mr Zama 
Khuzwayo or myself which are in line with priorities for the year in question, in future greater care 
will taken. 

Name: Wynand Viljoen 

Position: Acting Executive Director Pianning and sociai activities 
Date:03/1 1/2009 

Auditor’s response 

It is imperative that municipal performance objectives, indicators and targets are included in the 
IDP. To be followed up in during the 2009-10 audit. 


1.3 EX 3 - Internal auditing of performance measurements 
Audit Finding 

In terms of section 14 (c ) of the Municipal Planning and Performance Management Regulations, 
2001 ; ”A municipality’s internal auditors must continuously audit the performance measurements of 
the municipality and submit quarterly reports on their audits to the municipal manager and the 
performance audit committee.” 

Contrary to the above section, internal audit had not submitted quarterly reports to the municipal 
manager and the performance audit committee. 


Root Cause 

Internal audit practices are not implemented to facilitate effective compliance with legislation. 


Risk 

• The failure to audit performance results constitutes non-compliance with section 14 of 

the Municipal Planning and Performance Management Regulations, and could impact on the 
quality of information used for decision making. 
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• The municipality does not have adequate mechanisms to assess whether it is achieving its 
service delivery initiatives if independent appraisals are not performed as legislated. 

Recommendation 

Management should ensure that the results of performance measurements are audited by the 
internal auditor; as required by section 14 of the Municipal Planning and Performance 
Management Regulation. 

Management response 

I am in agreement with the finding 

The municipality is moving towards reaching PMS compliance by 201 1 . Systems are being put in 
place to deal with all PMS related matters. 

PMS framework is in the process of being reviewed, which is aimed at ensuring compliance in 
future. 

Name: Wynand Viljoen 

Position: Acting Executive Director Pianning, Sociai and Economic Services 
Date: 10/09/09: 

Auditor’s response 

This will be assessed again during the next financial period audit. 
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ANNEXURE B: OTHER IMPORTANT MATTERS 


1. REVENUE 


1.1 EX 28 - Trade effluent income not accurate 


Audit Finding 

The following companies that made use of private sewer tankers for the discharge of sewerage to 
the waste water works were incorrectly billed for these services: 



Tax invoice 

Recaicuiation 


No 

Date 

Doc 

No 

Consumer 

Amt ( R) 

Quantity 
of sewer 
discharg 
ed 

(iitres) 

Approved 
tariff per 
iitre of 

sewer 

discharged 

(R) 

Total cost 

for the 
discharge 
of trade 
effluent ( R 
) 

Vat ( R ) 

Total (vat 
inci) ( R ) 

Difference 

(R) 

■1 

15/10/2008 

10088 

J&l 

construction 

35,612.46 

62000 

0.05 

3,100.00 

434 

3,534.00 

32,078.46 

2 

29/01/2009 

10176 

Honey tree 
trading 

29,782.50 

535700 

0.05 

26,785.00 

3,749.90 

30,534.90 

-752.4 

3 

29/01/2009 

10172 

J&i 

construction 

12,967.50 

129950 

0.05 

6,497.50 

909.65 

7,407.15 

5,560.35 


Nett difference 


36,886.41 


Root Cause 

Control activities were not actually applied to ensure that all transactions and events were 
completely and accurately recorded and accounted for 

Risk 

Overstatement of revenue from trade effluent income. 

Recommendation 

Management should implement controls to ensure that prior to the consumers accounts being 
debited, a delegated official perform a review and recalculation of the revenue based on supporting 
documentation. 

Management response 

J and I construction: Auditors made an error in calculating the waste water disposed, order/invoice 
cl and c2 was counted twice since is included twice in the bundle of documents used to calculate 
the billable quantities. 

Honey Tree trading: This Company has been approached to provide duplicate copies of the billed 
quantities since it looks as if there some detached from the original source documents. Once this 
has been furnished, comments thereto will be furnished. 

NameJ.N. Madondo 
PositiomCFO 
02 / 1 1/2009 
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Auditor’s response 

Supporting documentation submitted and audited did not resolve the issue. 


1.2 EX 44 - Penalty interest overstated by outstanding balances on inactive accounts. 
Audit Finding 

Penalty interest is being levied on the outstanding balances of the following inactive/ 
closed accounts: 


No 

Month 

Account 

No 

Status of 
account 

Outstanding 
balance ( R ) 

Penalty interest 
levied ( R ) 

1 


1 023425 

Inactive 

176.39 

2.43 

2 


1038605 

Inactive 

1,832.47 

25.20 

3 

December-08 

1014374 

Inactive 

471.80 

6.29 

4 

December-08 

1032450 

Inactive 

1,720.17 

22.94 

5 

January-09 

1056777 

Inactive 

261.03 

3.48 


Total 60.34 


The effect of levying interest on the outstanding balances of accounts that are no longer active, the 
recovery of which is not likely, results in the overstatement of the penalty interest on arrear general 
ledger account. The projected overstatement of the general ledger account is estimated to amount 
to R 1 , 12 million. 

Root Cause 

Policies and procedures related to reliable financial reporting are not established. 

Risk 

Overstatement of revenue thereby resulting in the misstatement of the financial statements. 

Recommendation 

• Interest revenue should only be recognised once the recognition criteria as contained in GRAP 
9.34 are met. 

• Management should review the debtor’s age analysis, identifying inactive/closed accounts and 
write off these outstanding balances if recovery is remote. 

Management response 

I am in agreement with the finding, if an inactive account has a balance, the system automatically 
raises interest. During the data cleansing process which is to be commenced in 2009/2010 
financial year, it is hoped that these accounts will be closed off with nil balances once their 
standing is verified, the raised interest may than be written off. 


Name: J.N. Madondo 
Position: CFO 
Date: 03/1 1/2009 

Auditor’s response 
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This remains incorrect for the current financial period, and will be assessed again during the next 
financial period audit. Debtors outstanding for more than 120 days have however been provided 
for. 


1.3 EX 55 - Ezakheni area not being billed for consumption of water 
Audit Finding 

No meters are being read for the entire Ezakheni area and as a result all consumers in this 
area are not being billed for their consumption of water. The estimated loss in revenue from the 
Ezakheni area for the financial period under review is estimated to amount to R1 , 8 million. 

Root Cause 

Actions are not taken to address the risks to the achievement of financial reporting and to ensure 
recovery of the costs of providing water services to Ezakheni 

Risk 

Loss of the revenue could adversely affect the financial sustainability of the entity. 
Understatement of revenue by an estimated R1 , 8 million 


Recommendation 

Management should formalise a plan of action to ensure that meters are installed and read for all 
consumers in the Ezakheni area. 


Management response 

I am in agreement with the finding; the fact of the matter is that eZakheni is the reticulation scheme 
which was transferred with some areas without water meters. It became impossible to practice 
credit control to areas with water meters and leave out the adjacent unmetered areas. The plan 
going forward as contained in turnaround strategy will be to explore the possibility of the intelligent 
metering system as contained in the turnaround strategy and source required funding. The matter 
is still with the infrastructure standing committee for decision. 

NameiJ.N. Madondo 
Position:CFO 
Date:03/1 1/2009 

Auditor’s response 

Management’s strategy for the recovery of revenue in the Ezakeni will be followed up in the 
2009/2010 audit. 
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1.4 EX 71 - Distribution losses 


Audit Finding 

There is no evidence available for inspection to verify that distribution losses are monitored on a 
monthly basis. 


Root Cause 

Internal control deficiencies are not identified and communicated in a timely manner to allow for 
corrective action to be taken. 

Risk 

Significant distribution losses would go undetected and timeous corrective action may not be 
instituted. 

Recommendation 

Distribution losses should be monitored on a monthly basis and areas with the largest distribution 
losses should be identified and investigated. 

Management response 

• I am in agreement with the findings; processes are being put in place to rectify the above. 
Name: Glen Singh 

Position: Deputy Water Services Manager 
Date: 04/1 1/2009 

Auditor’s response 

To be followed up during the 2009-10 audit. 


2. OPERATiNG EXPENDITURE 

2.1 EX 69 - Payments not made within 30 days 

Audit Finding 

In terms of section 65(2)(e) of the MFMA, 'all payments due to creditors should be settled within 30 
days from receipt of an invoice unless stated otherwise in a contract.' The following payment 
vouchers were not paid within 30 days of invoice date. 


No 

Supplier Name 

Doc No 

Payment Date 

Invoice Date 

Amount 

1 

LASHES INVESTMENTS 

63664 

22/07/2009 

20/05/2009 

-520,056.03 

2 

WILLCOCKS,REED & KOTZE 

63667 

22/07/2009 

15/05/2009 

-152,814.78 
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3 

NHLOSO RURAL DEVELOPMENT 
CONSULTANTS CC 

63669 

22/07/2009 

19/03/2009 

-1,662,350.41 

4 

VF MUNISI CIVILS (PTY)LTD 

63670 

22/07/2009 

30/04/2009 

-1,198,361.28 

5 

WILLCOCKS.REED & KOTZE CC 

63672 

22/07/2009 

18/05/2009 

-94,562.76 

6 

NHLOSO RURAL DEVELOPMENT 
CONSULTANTS CC 

63676 

22/07/2009 

19/03/2009 

-1,187,465.86 


Root Cause 

Control activities are not selected and developed to ensure that creditors are paid within 30 days 
from receipt of an invoice 


Risk 

Non-compliance with section 65(2)(e) of the MFMA which could result in interest levied on 
outstanding amounts due. 


Recommendation 

Management should make a record of the date invoices were received from creditors, and should 
ensure that payments are made within 30 days of receipt of such invoices. 


Management response 

I am in agreement with the finding, cash flow difficulties at times dedicates that payments be made 
after 30 days, it is noted that payments shown above are mostly MIG payments, at times the 
department delays payment until such time that MIG does the transfer before realizing payments to 
creditors. 


Name: J.N. Madondo 
Positiorr.CFO 
Date:04/1 1/2009 

Auditor’s response 

This matter is linked to the ability of the municipality to continue as a going concern and all 
contributing factors should be addressed with the utmost urgency to respond to the current 
financial crisis experienced by the municipality. 


3. TAXES 

3.1 EX 48 - Input VAT incorrectly debited to expense vote 
Audit Finding 

VAT was incorrectly debited to the expense vote instead of the VAT input account for certain 
payments. The table below reflects votes that had been incorrectly debited with the VAT portion of 
the payment. It was further observed that for the payments number 61970 and 63204, VAT was 
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calculated using a percentage of 12, 04% instead of 14%. The projected misstatement amounts to 
R638,861.00 


Vote Debited 

Date 

PMT No. 

Details 

Amount 

MC941441021 

2/23/2009 

61970 

NHLOSO RURAL 
DEVELOPMENT 

(57,261 .64) 

MC941441005 

6/5/2009 

63204 

NRB PIPING 

SYSTEMS (PTY) 

(8,506.80) 

MC941441005 

6/5/2009 

63204 

NRB PIPING 

SYSTEMS (PTY) 

(2,422.36) 

MC941441005 

6/5/2009 

63204 

NRB PIPING 

SYSTEMS (PTY) 

(1,613.36) 

MC941441005 

6/5/2009 

63204 

NRB PIPING 

SYSTEMS (PTY) 

(1,142.17) 

MC941441005 

6/5/2009 

63204 

NRB PIPING 

SYSTEMS (PTY) 

(6,266.41) 

MC801401005 

4/24/2009 

62766 

JEFFARES& GREEN 
(PTY) LTD 

(5,547.35) 

MC801401005 

4/24/2009 

62766 

JEFFARES& GREEN 
(PTY) LTD 

(5,070.54) 

Total 




(87,830.63) 


Root Cause 

Manual checks were not performed to ensure that VAT calculated by the Munsoft system is 
accurately processed to the correct votes. 

Risk 

VAT input is understated. 

Expenses are overstated. 


Recommendation 

Management should implement manual controls to ensure that VAT calculated by the Munsoft 
system is accurately processed. 


Management response 

I am in agreement with the finding, however the issue has since been rectified by journal 4282 and 
4284, unspent grants list has been amended and financial statements adjusted accordingly. 
Exercise has been done to check all the settings of expense vote, the necessary system correction 
has been done for the vote affected above. 

NameJ.N. Madondo 
PositioniCFO 
Date: 04/1 1/2009 

Auditor’s response 

Management had correctly rectified those errors as identified in the audit query above. They are 
currently in the process of rectifying other votes that were not included in the exception. This 
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exercise would however only take place in the 09/10 financial year. The matter would be followed 
in the next financial year. 

3.2 EX 65 - VAT claimed from non-registered vendors 
Audit Finding 

During the audit of purchases, a VAT vendor search was performed on all suppliers from whom a 
VAT input was claimed. Listed below are vendors that had invalid VAT registration numbers as per 
our VAT vendor search performed on the SARS website. 


Item Name 

Doc No. 

Name of supplier 

VAT 

number 

VAT 

number 

status 

VAT 

amount 

WATER TANKERING 

63520 

THELA CIVIL AND 

PROJECTS 

4950237596 

Invalid 

5,544.00 

WATER TANKERING 

63528 

ANDIZE CONSTRUCTION 

4250107333 

Invalid 

5,544.00 

FREE BASIC SERVICES 

62832 

BKC BUSINESS 
CONSULTANTS 

4430163075 

Invalid 

6,237.00 

OUTSOURCING WATER 
CREDIT CONTROLLER 

60751 

AMAVANANDA TRADING CC 

NONE 

No 

records 



The following suppliers had supplied invoices with VAT numbers; however the trading name on the 
invoices differed to the trading name for the quoted VAT numbers. 



Doc 

No. 

VAT 

number on 
Invoice 

Amount 

Supplier name: Invoice 

Supplier name: SARS 

WATER 

TANKERING 

63528 

4250107333 

5,544.00 

ANDIZE CONSTRUCTION 

GNG PINE PRODUCTS BK 


Root Cause 

Actions are not taken to address risks of awarding contracts to suppliers that supply incorrect VAT 
registration numbers. 


Risk 

VAT input has been overstated. 

Recommendation 

Management should confirm the VAT registration status of all suppliers before awarding contracts. 
The VAT claimed on all invalid VAT numbers used should be reversed. Contracts should not be 
awarded to companies that incorrectly levy VAT. 

Management response 

I am partially in agreement with the finding, the above contractors are VAT registered as per 
attached documentation from SARS, however it has been noted that the quoted above vat ref. 
numbers may have been incorrectly furnished in the tax invoices. Please find attached in annexure 
marked communication 8 ex. 65 copies of the Vat confirmation documents. 
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Name: J.N. Madondo 
Position: CFO 
Date: 04/1 1/2009 

Auditor’s response 

It is the responsibility of the municipality to ensure that valid tax invoices are received from 
suppliers. Material amounts of input claims would be lost as a result of invalid vat numbers. 


4. EMPLOYEE COST 

4.1 EX 35 - Overtime non-Compliance with Basic Conditions of Employment Act 
Audit Finding 

In terms of Chapter 2, note 10 of the Basic Conditions of Employment, (Act no 75 of 1997), “An 
employer may not require or permit an employee to work more than three hours overtime a day, or 
ten hours overtime a week". 

Contrary to the above, the following employees worked in excess of 3 hours overtime per day and 
ten hours a week: 


Name 

Employee No. 

Date 

Hours 

Worked 



2008-09-03 

4 



2008-09-04 

4 



2008-09-05 

4 



2008-09-06 

4 



2008-09-07 

4 



2008-09-08 

2 



2008-09-09 

4 



2008-09-10 

4 



2008-09-1 1 

4 



2008-09-12 

4 

Mchunu LL 

50016 





2008-09-13 

4 



2008-09-14 

4 



2008-09-15 

4 



2008-09-16 

4 



2008-09-17 

3 



2008-09-18 

4 



2008-09-19 

4 



2008-09-20 

4 



2008-09-21 

4 



2008-09-22 

4 



2009/01/03 

4 



2009/01/04 

4 



2009/01/10 

4 

Khumalo JD 

50575 

2009/01/11 

4 



2009/01/17 

4 



2009/01/18 

4 



2009/01/24 

4 
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2009/01/25 

2009/01/31 

4 

4 



2008/12/08 

9 

Mncbe K 

50734 

2008/12/25 

8 



2008/12/28 

9 



2008/11/01 

4 



2008/11/02 

12 



2008/11/07 

4 



2008/11/08 

4 



2008/11/09 

12 



2008/11/13 

4 

Mbhele N.M 

50638 

2008/11/14 

4 



2008/11/15 

4 



2008/11/16 

12 



2008/11/20 

4 



2008/11/21 

4 



2008/11/22 

4 



2008/11/30 

6 



2008/10/30 

12 



2008/11/02 

12 



2008/11/05 

12 

Khoza D.G 

51129 

2008/11/08 

12 



2008/11/11 

12 



2008/11/16 

12 



2008/11/23 

6 



2008/07/07 

4 



2008/07/08 

4.5 



2008/07/09 

4.5 



2008/07/10 

5 



2008/07/1 1 

4.5 



2008/07/12 

13 



2008/07/13 

10.5 



2008/07/14 

6 



2008/07/15 

7 



2008/07/16 

6.5 



2008/07/17 

6.5 

Block AAM 

50546 

2008/07/18 

8.5 



2008/07/19 

10.5 



2008/07/20 

15 



2008/07/21 

1.5 



2008/09/01 

1.5 



2008/09/02 

3 



2008/09/03 

3 



2008/09/04 

7 



2008/09/05 

3 



2008/09/06 

12 



2008/09/07 

5 



2008/09/08 

2 



2008/07/06 

8 



2008/07/13 

8 



2008/07/16 

8 

Sibisi M 

51537 





2008/07/20 

8 



2008/07/21 

4 



2008/07/22 

8 
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2008/07/23 

8 



2008/07/24 

4 



2008/07/25 

4 



2008/07/27 

8 



2008/06/21 

8 



2008/06/22 

2.5 



2008/06/28 

6 



2008/06/29 

6 



2008/07/02 

2 

Nzuza T 

300111 

2008/07/03 

2.5 



2008/07/05 

6 



2008/07/06 

7 



2008/07/10 

2 



2008/07/12 

6 



2008/07/13 

6 



2008/11/22 

6 



2008/11/23 

5 



2008/12/12 

5 



2008/01/09 

14 

Ngidi M.E 

300121 

2008/02/09 

10 



2008/03/24 

12 



2008/04/23 

13 



2008/05/09 

6 



2008/05/21 

5.5 



2008/09/01 

8 



2008/09/02 

8 



2008/09/03 

8 



2008/09/04 

8 



2008/09/05 

8 



2008/09/06 

8 



2008/09/07 

8 

Malope MW 

50719 





2008/09/10 

8 



2008/09/1 1 

8 



2008/09/16 

8 



2008/09/21 

8 



2008/09/24 

8 



2008/09/28 

8 



2008/09/20 

8 


During the performance of procedures relating to employee cost, we also noted that the following 
employee monthly compensation for overtime worked was in excess of 30% of their monthly 
salary: 


No 

Name 

Employee 

No 

Month 

Monthly 

Salary 

Overtime 

paid 

% of monthly 
overtime as 
compared to 
monthly 
salary 

1 

MCHUNU LL 

50016 

Oct-08 

8741 

6094.85 

69.7 

2 

KHUMALO JD 

50575 

Feb-09 

7,483.29 

2772.69 

37.1 

3 

MNCUBE K 

50734 

Feb-09 

4,622.34 

1436.42 

31.1 

4 

MBHELE NM 

50638 

Nov-08 

4,303.15 

3651 .68 

84.9 

5 

KHOZA DG 

51129 

Dec-08 

4,184.28 

3225.73 

77.1 

6 

BLOCK AAM 

50546 

Sep-08 

9,169.50 

2972.78 

32.4 
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7 

SIBISI M 

51537 

Aug-08 

4,301.00 

1799.32 

41.8 

8 

NZUZA TG 

300111 

Jul-08 

10,880.00 

5701.3 

52.4 


Root Cause 

Policies and procedures as well as monitoring checks were not adequately implemented to ensure 
that overtime payments were in compliance with the applicable legislative frameworks. 


Risk 


• The municipality could be understaffed, resulting in the existing workforce being overworked. 

• Overtime could be abused, resulting in fictitious claims being lodged, which could cause 
financial loss. 

• Employee’s deliberately not working efficiently during normal working hours to complete tasks, 
thereby requiring overtime hours to complete tasks, resulting in financial loss to the municipality 


Recommendation 

Overtime payments should be strictly monitored to ensure that payments made do not exceed 30% 
of the employee’s basic salary. Management should prepare monthly departmental overtime 
records and approve overtime only in compliance with the Basic conditions of Employment Act. 

Management response 

I am in agreement with the recommendations, however section 6 (2) is applicable to our case. ( 
refer attached extract from the Basic conditions of Employment marked communication 5 ex 36.) It 
is at times difficult to plan or expect an emergency which requires that employees be required to 
work additional time due to the nature of work performed by council. 

The spirit of the act is aimed at preventing scrupulous employers from overworking employees 
unreasonable, in order to ensure that there is agreement in performing overtime, the overtime 
claim form requires of employees to also affirm that the overtime worked is as a result of mutual 
agreement. 

NameJ.N. Madondo 
PositioniCFO 
Date:03/1 1/2009 

Auditor’s response 

Management should monitor controls relating to overtime to ensure timeous risk identification and 
compliance with the Basic Conditions of Employment Act. 
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5. PROPERTY, PLANT AND EQUIPMENT 


5.1 EX 23 - Fixed asset register discrepancies 


Audit Finding 

1) Upon perusal of the fixed asset register, it was noted that certain fields, (location of asset, 
building description, department description, funding source, disposal date, condition of asset etc), 
had not been completed for some assets recorded on the fixed asset register. All fields should be 
completed in compliance with section 5.1 .1 of the local government capital asset management 
guidelines issued by National Treasury. 

2) Council ownership of the following assets, which are classified as land on the fixed asset 
register, could not be verified due to a lack of supporting documentation (title deeds): 


Asset No. 

Description 

Cost 

A1383 

Land 

28,112.00 

A1425 

Enam Ext Trans Ex Asset 100005 00/01 

52,587.45 

A1431 

Purchase of Land 

60,000.00 

A1445 

Land 

776.88 

A1490 

Purchase of Land 

4,819.84 

A1446 

Land 

5,000.00 

A1447 

Land 

27,866.02 

A1448 

Land 

858,709.64 


1,037,871.83 


Root Cause 

Ongoing monitoring and reviews are not undertaken on the assets recorded on the fixed asset 
register. 


Risk 

• The fixed asset register may not be complete due to missing fields. 

• The physical identification of assets recorded in the fixed asset register is made difficult due to 
incomplete descriptions being used. 

• The fixed asset register may not be consistent with the asset management guidelines issued 
by the National Treasury. 


Recommendation 

• Management should adhere to the asset management guidelines particularly with regards to 
the compilation of a GRAP compliant fixed asset register. 

• Management should review the classification and description of assets in the fixed asset 
register against supporting documentation in order to verify the completeness and accuracy 
and classification of the recorded assets. 


Management response 
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I am not in agreement with the transfer of land. 

The substance of the matter is that the land is under the control and use of the district and the 
inclusion of these in the fixed asset register is in line with the recognition criteria of an asset and 
the definition thereof. The municipality will rectify the situation during the next financial year and will 
approach the Deeds Office to have ownership registered in its own name. 

Name: J.N. Madondo 
Position: Chief Financiai Officer 
Date: 22 October 2009 


Auditor’s response 


Management’s comments noted. Ownership of the land is evidenced by title deeds for these 
properties in the name of the municipality. Upon performance of a deeds search, no properties in 
the name of the municipality were identified. 

All fields in the fixed asset register must be sufficiently completed in compliance with the asset 
management guidelines and to enable physical identification and verification of assets. 


5.2 EX 25 - Assets disposed not reflected on the fixed asset register 
Audit Finding 

The following assets that were disposed in an open public auction on 04 October 2008 have never 
been recorded on the fixed asset register. As a result there is no audit trail of these assets. 


No. 

Lot No. 

Reg. No. 

Description 

Buyer No. 

Proceeds (Rand) 

1 

12 

NKR 23322 

VW Citi Golf 

376 

6,250.00 

2 

16 

NKR 23155 

Isuzu LDV 

370 

9,250.00 

3 

17 

NKR 26699 

Audi A4 1 .8T 

380 

40,000.00 

4 

25 

NKR 5968 

Nissan LDV 

369 

5,250.00 

5 

26 

NKR 25346 

Ford Escort 1 .6 

385 

1,000.00 

6 

27 

NKR 10863 

Toyota Stallion 

371 

2,000.00 

7 

28 

NKR 8430 

SangYong Musso 

369 

3,750.00 

8 

32 

NKR 28556 

Ford Courier LDV 

376 

14,000.00 

9 

38 

NKR 27218 

Mitsubishi Husky 

381 

15,500.00 




Total 


97,000.00 


Root Cause 

Control activities are not selected and developed to mitigate risks over financial reporting 

Risk 

• Depreciation and amortisation charges for the current financial year as well as for the prior 
financial year are understated. 

• Incompleteness of the fixed asset registers due to other missing assets. 
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• Theft or misappropriation of these assets would not be detected due to lack of audit trail 

Recommendation 

Cyclical counts of assets should be conducted between different types of assets and compared to 

asset descriptions as recorded in the fixed asset register. 

The fixed asset register should be updated to include the missing assets. 

Management response 

• I am not in agreement with the finding regarding NKR 23322, NKR 23155, NKR 5968, NKR 
25346, NKR 10863, NKR 8430 and NKR 27218 (NN 55402) as these assets was written off in 
2005 (Refer Council Resolution No 5.3 dated 12 April 2005). These assets were however only 
sold on public auction during 2008/2009 and the proceeds from the sale were recognized in 
the 2008/2009 financial year (Refer Council Resolution No. 1 1 .2 dated 3 September 2009). 


• With regards to NKR 26699 (Audi A4 1 .8T) this vehicle was a non-runner and was parked at 
the Audi dealership pending Council resolution for write off. This asset was however only sold 
on public auction during 2008/2009 and the proceeds from the sale were recognized in the 
2008/2009 financial year (Refer Council Resolution No. 1 1 .2 dated 3 September 2009). 


• With regards to NKR 28556 (Ford Courier LDV) the vehicle was a non-runners and beyond 
economical repair and was parked at the Pieters depot where the disposal sale was 
conducted. This asset was sold on public auction during 2008/2009 and the proceeds from the 
sale were recognized in the 2008/2009 financial year (Refer list of items for auction sale dated 
2 October 2009 and Spokes Auctioneering list of vehicles disposed off. The vehicle was 
however mistakenly excluded on the list that was submitted to Council on 3 September 2009. 
An item will be submitted to Council for ratification. 


• Your comments have been noted. The municipality has implemented asset counts at the end 
of each year and will look at conducting periodic counts as well to ensure that all assets are 
accounted for. With regards to the understatement of depreciation, the overall effect on the 
financial statements will be the same if not immaterial. 

Name: J.N. Madondo 
Position: Chief Financiai Officer 
Date: 22 October 2009 


Auditor’s response 

Management’s response noted 

In terms of GRAP 17, an item of property, plant and equipment shall be derecognised on disposal 
or when no future economic benefits or service potential are expected from its use or disposal. 

The assets listed above were only disposed off in the 2008/2009 financial year and should have 
remained on the fixed asset register at their impaired or written off value until disposal date. 
Although this will have minimal affect on the value of property, plant and equipment at year end, 
these assets could have been misappropriated and the Uthukela District Municipality would have 
had no record of these assets as they had been removed from the fixed asset register. 
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5.5 EX 38 - Fixed Assets not tagged 


Audit Finding 


During the physical verification of assets it was noted that all assets had not been tagged. Asset 
additions for the year 08/09 were not tagged in addition to a sample of other assets selected from 
the asset register. The assets listed below serve as an example: 


Asset 

No 

Description 

Class 

Location 

A1731 

Acer Projector P1 1 65 

FURNITURE AND FITTINGS 
OTHER 

TECHNICAL BUILDING; 36 
LYELL ST 

A1725 

COMPUTER SYSTEM FOR 

Socio Economic Needs 

COMPUTER HARDWARE 

PLANNING - TECHNICAL 
BUILDING; 36 LYELL ST 

A1559 

6X HOP SUMP Sewer PUMPS 
with Fioats 380V 

SEWERAGE PUMPS 

STORES - LADYSMITH 
W.W.T.P 

A1736 

MAKiTA HAMMER DRiLL 20mm 

HP 2020 

PLANT AND EQUIPMENT 
GENERAL 

STORES - EZAKHENI 
(PIETERS) MUNICIPAL YARD 

A1737 

19 Pc Wrench set TOOLKiT FOR 
RAMSUBAK 

PLANT AND EQUIPMENT 
GENERAL 

STORES - EZAKHENI 
(PIETERS) MUNICIPAL YARD 

A1739 

MAKiTA ANGLE GRiNDER 9059 
- 230mm 

PLANT AND EQUIPMENT 
GENERAL 

STORES - EZAKHENI 
(PIETERS) MUNICIPAL YARD 

A1758 

MONO PUMP BP6H FOR 
ROOSBOOM WATER 

WATER PUMP 

BOREHOLE ROOSBOOM 

A1738 

2 X 90mm PIPE CHAIN VICE SET 

PLANT AND EQUIPMENT 
GENERAL 

STORES - ESTCOURT 

A1753 

SUBMERSIBLE PUMP FOR 
BOREHOLE TESTING 

WATER PUMP 

STORES - EZAKHENI 
(PIETERS)MUNICIPAL YARD 


Root Cause 

Control activities are not selected and developed to mitigate risks over financial reporting. 

Risk 

The physical verification of assets is made difficult as the only way to locate the asset is by 
inspecting all assets in that particular location/building. 


Recommendation 

All assets, where possible, should be tagged. It is acknowledged that all assets cannot possibly be 
tagged due to size or location i.e. underground and underwater assets etc. However, there are a 
number of assets that are in fact possible to tag and these should be tagged to enable physical 
verification. Service providers should be informed that where assets are taken in for 
service/repairs, the asset tags should be not be painted or removed. 

Management response 

I am partially in agreement with the finding for the following reasons. 

Some of the items listed above could not be tagged due to their nature. With regards to the pumps 
and infrastructure items, a catalogue detailing each item has been prepared for each location so 
that they could be easily identified (Catalogue available for inspection with Mr Koortzen). 

The tool items were not tagged as the tag would be displaced during the everyday usage of such 
items. 
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The non-tagging of the projector and computer were errors and we have instructed the firm 
responsible for tagging to ensure that these items are tagged during the current year (Refer 
annexure marked communication 6. ex. 38.) 


NameiJ N Madondo 
Position: CFO 
Date:03/1 1/2009 

Auditor’s response 

Non-submersible pumps should be tagged. The use of a catalogue would be inadequate as the 
purpose of the catalogue is to aid in identifying what a specific asset looks like, but not to 
distinguish one specific pump from another. Other asset additions must be tagged where possible 


5.6 EX 43 - Physical verification of assets 
Audit Finding 


The following assets selected from the fixed assets register, could not be physically verified. The 
fixed asset register is projected to include R783,094 (Other assets) and R1 ,046,670.00 
Infrastructure assets that do not physically exist. 


Asset no. 

Description 

Ciass description 

Buiiding description 

Cost 

A0106 

Pump 

Water Pump 

Ladysmith Water Purification Plant 

22,375.61 

A0603 

P. CNT, Normaflo, NF 80- 
200204 

Water Pump 

Ladysmith Water Purification Plant 

39,484.06 

NKR 28567 

Trailer Low Bed 

Motor Vehicles 

Main Building, 76 Murchison St 

10,000.00 

04387 (NN 
55833) 

Radio Home Base 

Radio Equipment 

Main Building, 76 Murchison St 

2,000.00 

00419 

Computer Monitor 

Computer Hardware 

Technical Building, 36 Lyell St 

2,700.00 





76,559.67 


Root Cause 

Incorrect details included on the fixed assets register with regards to the location and description of 
assets. 

Risk 

Assets may be stolen or subject to misappropriation. 

Possible overstatement of property, plant and equipment in the financial statements. 


Recommendation 

• Management should ensure that the compilation of the asset register is consistent with the 
physical location and description of the asset. 

• Assets listed above should be located and the asset register should be amended to include the 
correct asset locations and descriptions. 

Management response 
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• I am not in agreement with the finding, as discussed with auditors, a tour will be arranged to 
identify the above mentioned assets. 

NameJ. N. Madondo 
Position: 

Date: 

Auditor’s response 

The assets listed above could not be physically verified. Management should implement controls 
over the movement of assets and departmental heads should be accountable for assets in their 
section. 


6. RECEIVABLES 

6.1 EX 49 - No policy in place for long outstanding debtors 
Audit Finding 

In terms of section 97 of the Local Government: Municipal systems act, no 32 of 2000, "A credit 
control and debt collection policy must provide for - 

a) , credit control procedures and mechanisms, and 

b) . debt collection procedures and mechanisms" 

With regard to the above, the municipality's credit control policy does not address the treatment of 
long outstanding debts. 

Root Cause 

A proper control framework had not been developed by management in ensuring that long 
outstanding accounts are specifically addressed in the credit control and debt control policy. 

Risk 

The absence of documented policies and procedures could affect the operations of the 
department, especially when key staff members with the specialised knowledge are no longer in 
the service of the municipality. 


Recommendation 

Management should ensure that policies around the treatment of long outstanding debts are 
documented and approved by council to ensure that the municipality effectively deals with long 
outstanding debts. 

Management response 

I am not in agreement with the finding, financial regulations provide framework within which 
doubtful debts need to be treated, (refer copy in annexure marked communication 6 ex. 49 ) 

Name: J.N. Madondo 
Position:CFO 
Date:03/1 1/2009 
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Auditor’s response 


Managements comment noted, however the regulations do not specifically include procedures with 
regard to identifying debtors balances to be provided for as doubtful debts, debtors to be handed 
over to the attorneys for legal action to be instituted, debtors whose water supply should be 
physically cut-off and identifying debtors balances which should be written off as bad debts. 


7. INVENTORY 

7.1 EX 39 - Inventory reconciliations are not performed. 

Audit Finding 

During the audit of inventory, we noted that the municipality does not perform reconciliations 
between physical and recorded inventory (periodic and annually). Consequently; the variances 
between the physical stock and the recorded stock are not identified timeously. 

Root Cause 

Control activities were not developed or performed to ensure that physical stock was reconciled to 
recorded stock. 

Risk 

Misappropriations of stock may not be detected. 

Anomalies may not be timeously detected, thus increasing the risk of errors and omissions. 

Recommendation 

Annual reconciliation should be performed between physical stocks as per the stock count to stock 
totals as per the ledger. 

All reconciliations should be check and initialed by an independent person. 

Management response 

I partially agree with the finding, physical verification did not take place periodically but only 
annually. The Supply chain Manager has been instructed to do periodic stock taking (quarterly). 

Name: J.N. Madondo 
Position:CFO 
Date:03/1 1/2009 

Auditor’s response 

Annual and periodic reconciliations of stock on hand to the system should be undertaken to ensure 
that misappropriations of stock items are timously detected. 

7.2 EX 40 - Inaccurate valuation of stock 


Audit Finding 
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During the audit of inventory we noted that the weighted average cost per unit used to value stock 
at year end was incorrectly calculated. Inventories are overstated by a projected amount of 
R98, 673.57. 


Part no 

Description 

Re-calculated 
average cost 

Av cost 

Difference 

Qty 

Value 

W00936 

Bleach 5L 

20.23 

21.14 

0.91 

87 

79.17 

W00340 

Ricoffy 

42.06 

64.30 

22.24 

9 

200.16 

W00336 

Rooibos Tea 

10.99 

16.29 

5.30 

41 

217.30 

Total 



101.73 

28.45 

137 

496.63 


Root Cause 

Control activities were not developed or performed to ensure that physical stock was reconciled to 
recorded stock 

Risk 

Overstatement of inventory in the financial statements. 


Recommendation 

Annual reconciliation should be performed between physical stocks as per the stock count to stock 
totals as per the ledger. The quantity on hand as per the inventory listing should be followed up 
and corrected. 


Management response 

For the other inventory, systems will be put in place to ensure more accurate assessment of values 
for store in terms of the accounting policy adopted, and the financial in use is capable of computing 
these estimates automatically. 


Name: J.N. Madondo: 
Positiorr.CFO 
Date:03/1 1/2009 


Auditor’s response 

This issue will be followed up in the 2009/2010 financial audit. 


8. PAYABLES/ACCRUALS 

8.1 EX 66 - Accruais iistinq incompiete 

Audit Finding 

During the audit of accruals, the following items of goods/services were identified as being 
received prior to 30 June 2009, but have not been included in the accruals listing at year end 
resulting in an understatement of accruals by R27, 167.58. 
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No 

Supplier Name 

Doc No 


Invoice Date 

Amount 

1 

SKY MEDIA MARKETING 

63686 

23/07/2009 

30/06/2009 

-22,743.00 

2 

CHUBB SECURITY 

63696 

24/07/2009 

01/07/2009 


3 

ZULU N.M. 

63703 

24/07/2009 

03/03/2009 

-3,180.00 








Root Cause 

Pertinent information is not identified and captured in a form to support financial reporting. 
Management does not exercise sufficient oversight responsibility over financial reporting. 


Risk 

Accruals and expenses are understated by R27 167.58 


Recommendation 

The process of identifying and recording accruals must be appropriately planned and implemented 
by individuals utilising pertinent information. The accounting officer must exercise sufficient 
oversight responsibility over financial reporting to ensure that all amounts disclosed in the financial 
statements are valid, accurate and complete. 

The process of identifying and disclosing accruals should be undertaken again in a manner so as 
to reflect an accruals total in the financial statements that is free of misstatement. 

Management response 


Journal 4303 has been processed in the current year to debit appropriation with expenditure in 
relation to the old year since these transactions took place in the current financial year after the 
cut-off in respect of accruals for 2008/2009. 

Name: J.N. Madondo 
Position: CFO 
Date: 04/1 1/2009 

Auditor’s response 

The accrued amounts listed above had not been included in the journals adjustments processed by 
management for the current financial year and therefore accruals are understated. 


8.2 EX 30 - Reconciliation of deposit register 
Audit Finding 

In terms of section 98 (b) of MFMA, the accounting officer of a municipality must take all 
reasonable steps to ensure that all accounts of the entity are reconciled each month. However, it 
has been established that no reconciliation was performed between customer deposits register and 
deposit control account during the year. 

Root Cause 


Page 43 of 55 
























Reconciliations were not performed in terms of policies, procedures and guidelines to ensure that 

adequate audit trails were maintained in accordance with management requirements. 

Risk 

• Transactions and events may not be processed and reconciled in accordance with 
management’s directives and decisions, thus leading to inefficiencies in the manner in which 
the entire operations are run. 

• Differences in the deposit register may result in misstatement of the deposit control account in 
the general ledger. 


Recommendation 

Reconciliations between the deposit register and the general ledger should be prepared and 
reviewed on a monthly basis. 


Management response 

I am in agreement with the finding and the necessary controls will be put in place to ensure that 
reconciliations between the deposit register and general ledger are performed monthly. 

Name: J.N. Madondo 
Position: Chief Financiai Officer 
Date: 22 October 2009 

Auditor’s response 

This issue will be followed up in the 2009/2010 financial audit 


8.3 EX 34 - Approved tariffs not used for Consumer deposits 
Audit Finding 

The following discrepancies were noted whereby defaulting consumer’s deposits were 
not increased by 2.5 times their average monthly account, contrary to the tariffs approved by 
council for the 2008/2009 financial year. 


Consumer 

Account 

Number 

Date 

Original 

Deposit 

Amount 

Owing 

Increased deposit 

X 2.5 of avg account 

Gama BS 

100032 

06 Aug 2008 

Nil 

948.36 

632.70 

Brits DW 

1 027340 

05 Sep 2008 

R200.00 

1,427.53 

737.44 

Van Heerden MC 

1 067245 

08 Sep 2008 

Nil 

6,337.42 

537.94 

Jhekarran J 

1063845 

15 Oct 2008 

R 60.00 

6,637.71 

738.86 

Sithole BE 

1019524 

.04 Dec 2008 

R 200.00 

8,651.72 

199.50 

Bhika GJ 

1059971 

14 Jan 09 

R 861 .00 

34,310.00 

984.54 

Rampeharie AR 

1064233 

13 Feb 2009 

R 660.00 

2,473.95 

863.80 
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ShabalalaTA 

1000112 

08 Apr 2009 

R660.00 

123.51 

717.49 

Neeranji S 

1044442 

17 Apr 2009 

R280.00 

11,617.73 

233.70 

Hammersley BP 

1060089 

25 May 2009 

R660.00 

2,640.67 

117.70 





75,168.60 

5,763.66 


Root Cause 

Policies related to reliable financial reporting are not communicated throughout the entity, and do 
not have corresponding procedures that results in management directives being carried out. 


Risk 

Actions are not taken to address risks to the achievement of financial reporting objectives 


Recommendation 

Control activities comprising independent reconciliations and reviews should be developed, 
documented, approved and implemented to ensure that objectives in financial reporting are 
achieved 

Management response 

I am in agreement with the finding, in order to ease the calculation for increased deposits, and 
minimize risk of this error council has in 2009/201 0 resolved to curb deposits at R1 500 on 
residential consumers and R5000 for industrial. The adjustment on defaulting consumers has been 
fixed to R100 increase per default. (Refer annexure marked communication 8 ex34) 

Name: J.N.Madondo 
Position: CFO 
Date: 04/1 1/2009 

Auditor’s response 

To be followed up during the 2009-10 audit 


8.4 EX 63 - Leave provision not correct 
Audit Finding 

Differences were noted upon comparison of the leave balances as per the leave register and the 
recalculated days per our audit testing. Consequently the projected misstatement for the leave 
provision is estimated to amount to R58, 908.12. 
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Leave days as per leave provision 

Recalculated leave balances 


Name 

(Employee 

No) 

No 

compulsory 
leave days 

Bal 

Accumula 

ted 

Tot Value 

No of 

compulsory 
leave days 

No of 

accumulative 
leave days 

Tot Value 

Difference 

over(Under) 

Khoza MG 
(50749) 

23.99 

42.99 

22854.36 

23.99 

41.99 

22,466.01 

388.35 

Molaudzi MA 
(50733) 

23.99 

21.99 

11100.65 

21.99 

21.99 

10,654.59 

446.06 

Thabethe Z 
(51925) 

5.33 

5.71 

2309.13 

5.33 

3.71 

1 ,854.31 

454.82 

Njoko SE 
(50617) 

23.99 

6.65 

9739.93 

23.99 

4.66 

8899.47 

840.46 


Root Cause 

Lack of management review and monitoring of the leave register. 

Risk 

Misstatement of the leave pay provision due to inaccurate leave balances. 

Recommendation 

Management should revisit all employees annual leave balances that were used in the 
computation of the leave provision and amend the leave provision accordingly. 

Management response 

HR is investigating the matter. 

Name: Slindile Gcabashe 

Position: Assistant Director Human Resources 

Date:04/1 1/2009 


9. MATTERS OF GOV/iNT AUD/COMMiTTEE 

9.1 EX 14 - Effectiveness of internai audit not assessed by the audit committee 
Audit Finding 

Section 4.3 of the municipality's audit committee charter bears reference, " The audit committee 
shall monitor and supervise the effective function of internal audit to ensure an objective overview 
of the operational effectiveness of the Councils system of internal control, reporting, risk 
management and will in particular: 

• Review, approve and ensure compliance by internal audit with its mandate, 

• Review the adequacy of corrective action taken in response to significant internal audit 
findings, and 

• Evaluate and support the independence of internal auditors." 
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Contrary to the above section, there was no evidence that the audit committee had performed its 
functions with regard to internal audit. 

Root Cause 

Management has not specified the financial reporting objectives with sufficient clarity and criteria to 
enable the identification of risks to reliable financial reporting 

Risk 

The lack of adequate governance structures creates an environment which is susceptible to 
fraudulent reporting and misstatement. 

Recommendation 

Audit committee should assess the effectiveness of the internal audit in discharging its mandate as 
required by the MFMA and as prescribed in the audit committee charter. 


Management response 

I am not entirely in agreement with the finding 

The statement can not be entirely true, if one goes through the internal audit minutes, it can be 
noted that there is a meeting held with internal auditors with audit committee where among other 
things the issue of performance of the internal audit and issues around the delayed submission of 
audit responses was discussed. 

NameJ.N Madondo 

Positiorr.CFO 

Date:09/09/09 

Auditor’s response 

There was no evidence that the audit committee had performed its functions with regard to internal 
audit. No documented internal audit minutes were provided and none could be obtained from 
internal audit. To be followed up in during the 2009-10 audit. 

10. COMPLIANCE WITH LEGISLATION (NON-AFS) 

10.1 EX 56 - Other compliance- MFMA - Websites 
Audit Finding 

The municipality did not update its website with the following information as required by section 75 
of the MFMA. 

• The annual and adjustments budgets and all budget-related documents; 

• All budget-related policies; 

• The annual report 07/08; 

• All performance agreements required in terms of section 57 (1) (b) of the MSA; 

• All service delivery agreements; 

• All supply chain management contracts above a prescribed value; 

• An information statement containing a list of assets over a prescribed value that have been 
disposed of in terms of section 14 (2) or (4) during the previous quarter; 

• Contracts to which subsection (1) of section 33 (contracts having future budgetary implications) 
apply, subject to subsection (3) of that section; 
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• All quarterly reports tabled in council in terms of section 52 (d); and 

• Any other documents that must be placed on the website in terms of this act or any other 
applicable legislation, or as may be prescribed 

Root Cause 

Pertinent information is not identified, captured, used at all levels of the company and distributed in 
a form and time frame that supports the achievement of financial reporting objectives 

Risk 

Pertinent information is not made available to stakeholders. 

Applicable laws and regulations are not complied with. 

Recommendation 

Pertinent information should be updated onto the municipality's website on a regular basis to 
ensure compliance with section 75 of the MFMA 

Management response 

I am in agreement with the finding; a meeting will be arranged with the company hosting our 
website where the issue will be addressed. 

Name: Wynand Viljoen 

Position: Acting Executive Director Strategic Pianning and Economic Deveiopment 
Date:03/1 1/2009 

Auditor’s response 

Pertinent information should be uploaded onto the municipality's website on a regular basis to 
ensure compliance with section 75 of the MFMA. 

10.2 EX 26 - Rollover of unspent conditional grants not approved 
Audit Finding 

Contrary to section 28 of the Division of revenue act, 2008; the municipality did not obtain prior 
approval for the roll-over of the unspent portion of the conditional grants amounting to R32, 3 
million. 

Root Cause 

Control activities are not selected and developed to mitigate risks over financial reporting. 

Risk 

Non compliance with the regulations of the Division of Revenue Act may result in further grant 
funding being withheld by National treasury. 


Recommendation 
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• Control activities should be selected and developed to ensure that management comply with 
DORA. 

• Management should obtain the necessary approvals from the National Treasury for the roll 
over of unspent conditional grants. 


Management response 

Recommendations noted. 

Name: J.N Madondo 
Position: CFO 
Date: 04/1 1/2009 

Auditor’s response 

This issue will be noted for follow up during the next financial audit 


1 1 . FRUITLESS & WASTEFUL EXPENDITURE 

11.1 EX 67 - Interest/penalties on overdue accounts not classified as fruitless and 
wasteful 

Audit Finding 

In terms of the MFMA, "fruitless expenditure means expenditure which was made in vain and 
would have been avoided had reasonable care been exercised." 

Whilst auditing electricity payments, we noted that penalties incurred on late payment were not 
included in the fruitless and wasteful expenditure disclosure note. The projected costs not included 
in the fruitless and wasteful expenditure disclosure note is estimated to amount to 67,950.04. 


No 

DATE 

CHQ 

No 

SUPPLIER NAME 

AMT 

VOTE 

1 

3/20/2009 

62433 

EMNAMBITHI/LADYSMITH 

147.72 

700/260140 

2 

3/20/2009 

62383 

ESKOM 

2.31 

700/260140 

3 

3/20/2009 

62402 

ESKOM 

17.91 

700/260140 

4 

3/20/2009 

62419 

ESKOM 

4.62 

700/260140 

5 

4/15/2009 

62702 

ESKOM 

41.15 

700/260140 

6 

4/17/2009 

62732 

UMTSHEZI 

MUNICIPALITY 

470.09 

700/260140 


Root Cause 

Pertinent information is not identified and captured completely to support financial reporting 

Risk 

Fruitless and wasteful expenditure disclosure note is incomplete 


Recommendation 
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Management should include all interest/penalties incurred on overdue accounts in the fruitless and 
wasteful disclosure note. The fruitless and wasteful expenditure disclosure note should be based 
on complete and accurate information. 


Management response 

I am in agreement with the finding, practical challenges around the payment of these accounts lead 
to the delay in their payments, these include but not limited to, the delay in the receiving of 
accounts from post, (Council once resorted in debit orders but Eskom failed to submit tax invoices 
for verification and input tax purposes), delay in verification process and consequently delays in 
payment. The disclosure note on the AFS will be corrected accordingly. 


NameJ.N. Madondo 
PositiomCFO 
Date:04/1 1/2009 

Auditor’s response 

Fruitless and Wasteful expenditure has not been adequately and completely disclosed in the 
annual financial statements. 

12. OTHER 

12.1 EX 1 - Vacancies in the finance component 
Audit Finding 

A review of the organisational structure had revealed that the following key posts in the finance 
component have been vacant since 2006: 

• Deputy CFO post 

• Financial Controller post 

• Director Operations post 

• Systems administrator 

• Project admin clerk 

• Salaries clerk 

The vacancies in the finance component have affected service delivery in the following manner: 

• The accountant for expenditure performed functions in the salaries section in addition to normal 
responsibilities as laid down in his job description, and thereafter performed a detailed review 
of the payroll during the 08/09 year. 

• The bank reconciliation statements for the months of January 2009 to June 2009 was only 
finalised in July 2009. 

• The acting director of finance performs monthly in year monitoring reports to treasury, but 
these reports are not independently checked before being submitted. Such reports were not 
submitted on a timely manner during the 08/09 period. 

Root Cause 

Ongoing monitoring and supervision are not undertaken to enable an assessment of the impact of 
vacant positions in the finance component. 
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Risk 


Productivity would be undermined, and segregation of duties would be compromised if vacancies 
in the finance section are not addressed. 

Recommendation 

Management should ensure that the finance component is adequately staffed and that 
key vacancies are filled timeously. 

Management response 

The above posts can be divided into two viz, posts in the organogram not budgeted for and post in 
the organogram budgeted for. Deputy CFO, Systems administrator and Project admin clerk posts 
were not budgeted for, therefore could not have been filled. The financial controllers’ 
responsibilities were assigned to the budgetary and administration clerk i.e. Ms N.B. DIamini, this 
was done since functions and responsibilities for the vacant posts could be amalgamated into one 
person as a measure of cost savings to the budget, this decision will be reversed in 2009/2010 
since budgetary reforms call for a permanent person to fully work on budget. The assistant director 
( Mr P.J. Koorzten) acted as the director operations which fulfilled the requirements of the vacant 
post and the salaries clerk position is in the process of being filled since the requisite recruitment 
process is in place, (refer annexure marked communicationi ex.1) 

Name: J.N. Madondo 
Position: Chief Financiai Officer 
Date: 3 November 2009 

Auditor’s response 

Management comments are noted however the key vacancies not budgeted for should be 
budgeted for or reviewed to ensure that service delivery is not affected. Management is 
encouraged to urgently address the vacancy issues to ensure that the segregation of duties is 
achieved. 


12.2 EX 76 - Tender documents not submitted for audit purposes 


Audit Finding 

Section 15(1)(a) of the Public Audit Act No 25 of 2004 states that, "the Auditor-General or an 
authorised auditor has at all reasonable times full and unrestricted access to any document, book 
or written or electronic record or information of the audittee or which reflects or may elucidate the 
business, financial results, financial position or performance of the audittee." 

The following tender documents were not submitted for audit purposes {Request No 5 Dated 
21/10/2009). 


Vote 

Tender 

Information Required 

MC801401000 

AB Projects CC (Dwaf water 
conservation) 

• Signed report/minutes of the bid evaluation 
committee 

• Signed report/minutes from the bid 
adjudication committee 

• Signed contract 

• Bid documents of the successful bidder. (To 
include a SARS clearance certificate, 
preference points calculations, declarations 

MC802402013 

Beak Security & Cieaning (Uthukela 

Civil Defence/Sec Con) 
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that the directors were not in service of the 
state.) 

MC 801401000/ 

MC 802402013/ 

MC 700260775/ 
700260125 AND 
700/260/350 

Water Tankering, Free basic services, 
Piant & equipment hire from. Thendeni 
/ Mgoza/ Africa energy/Msizi/iashes 
investments/ Ambambe transport and 
Khuyazabwa contractors 

• Bid documents of the successfui bidder and 
BARS ciearance certificates. 


Root Cause 

Control activities are not selected and developed to mitigate risks over financial reporting. 

Risk 

Expenses may be classified as irregular if the tender process was not followed. 

Recommendation 

Management should ensure that all requested information is provided for audit. 

Management response 

Supply Chain Manager has confirmed that documents requested above were furnished timeously 
to auditors (refer attached list from auditors). It is noted that that are some few outstanding 
documents. These documents will be forwarded before the end of business day on 06/11/2009. 


Name: J.N. Madondo 
PositioniCFO 
Date:04/1 1/2009 


Auditor’s response 

Tender documents listed above are still outstanding. 


13. PERFORMANCE INFORMATION 

13.1 EX 33 - Service delivery budget implementation plan (SDBIP) 
Audit Finding 


• Contrary to MFMA, sec 53(3) (a), the service delivery budget Implementation plan did not 
include service delivery targets and performance indicators for each quarter. 

• The SDBIP had not been approved within 28 days after approval of the budget (MFMA sec 
53(1 )(c) 


Root Cause 

Non compliance with legislative requirements pertaining to the planning, monitoring, managing and 
reporting of performance information 


Risk 
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Users may not be able to assess the extent to which the municipality had complied with its service 
delivery requirements 


Recommendation 

The relevant legislative provisions should be adhered to in order to enhance the accurate and 
complete disclosure of financial and non-financial information. 

Management response 

I am in agreement with the finding; the 2009/2010 SDBIP has taken cognizance of issues raised 
above. 

Name: Wynand Viljoen 

Position: Acting Executive Director Strategic Pianning and Economic Services 
Date: 04/1 1/2009 

Auditor’s response 

To be followed up during the 2009-10 audit. 


1.4 EX 74 - No regular performance reporting 
Audit Finding 

The following non-compliance areas were noted in relation to the performance management 
system: 

• The community was not involved in the development implementation and review of the PMS by 
means of a municipal wide structure for community participation MSA, sec 42; Reg 15) 

• Service delivery targets and indicators for each quarter as set out in the performance 
agreement were not made public no later than 14 days after the approval of the SDBIP. 
MFMA.sec 53(1) and (3). 


Root Cause 

Policies and Procedures related to reliable reporting on performance information were not 
established to ensure that compliance with applicable legislation. 

Risk 

• Municipality will not be able to detect early indications of under performance during the year 

• Non-compliance issues could compromise the accuracy, completeness, and occurrence of 
reporting information. 

Recommendation 
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Applicable legislation on performance measurement should be adhered to and policies and 
procedures should be developed, approved and implemented to enhance compliance 


Management response 

I am in agreement with the finding, recommendations will be implemented 
Name: Wynand Viljoen 

Position: Acting executive director strategic pianning and economic deveiopment 
Date:04/1 1/2009 

Auditor’s response 

To be followed up during the 2009-10 audit. 
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ANNEXURE C: ADMINISTRATIVE MATTERS 


1. EMPLOYEE COST 

1.1 EX 61 - No electronic leave recording system 
Audit Finding 

The municipality does not have an electronic leave recording system in addition to the manual 
leave register that is maintained. 

Root Cause 

Management has not specified the financial reporting objectives with sufficient clarity and criteria to 
enable the identification of risks to reliable financial reporting. 

Risk 

Instances may occur where the manual leave records are damaged/ or lost thereby resulting in an 
inaccurate/ or incomplete computation of the leave provision. 


Recommendation 

Management should ensure that an electronic leave recording system is maintained in addition to 
the manual leave register. 


Management response 

I am in agreement with the finding; the department is busy loading data onto the VIP payroll leave 
module. 

Name: Themba Ndumo 
Position: Human Resource Officer 
Date: 02/1 1/2009 

Auditor’s response 

To be followed up during the 2009-10 audit. 
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uThukela District Municipaiity 

Annual Financial Statements for the year ended 30 June 2009 

Accounting Officer's Responsibiiities and Approvai 


The accounting officer is required by the Municipal Finance Management Act (Act 56 of 2003), to maintain adequate 
accounting records and is responsible for the content and integrity of the annual financial statements and related financial 
information included in this report. It is the responsibility of the accounting officer to ensure that the annual financial 
statements fairly present the state of affairs of the municipality as at the end of the financial year and the results of its 
operations and cash flows for the period then ended. The external auditors are responsible for reporting on the fair 
presentation of the annual financial statements. 

The annual financial statements have been prepared in accordance with Standards of Generally Recognised Accounting 
Practices (GRAP). 

The annual financial statements are based upon appropriate accounting policies consistently applied and supported by 
reasonable and prudent judgements and estimates. 

The accounting officer acknowledges that he is ultimately responsible for the system of internal financial control established 
by the municipality and place considerable importance on maintaining a strong control environment. To enable the 
accounting officer to meet these responsibilities, the accounting officer sets standards for internal control aimed at reducing 
the risk of error or loss in a cost effective manner. The standards include the proper delegation of responsibilities within a 
clearly defined framework, effective accounting procedures and adequate segregation of duties to ensure an acceptable 
level of risk. These controls are monitored throughout the municipality and all employees are required to maintain the 
highest ethical standards in ensuring the municipality’s business is conducted in a manner that in all reasonable 
circumstances is above reproach. The focus of risk management in the municipality is on identifying, assessing, managing 
and monitoring all known forms of risk across the municipality. While operating risk cannot be fully eliminated, the 
municipality endeavours to minimise it by ensuring that appropriate infrastructure, controls, systems and ethical behaviour 
are applied and managed within predetermined procedures and constraints. 

The accounting officer is of the opinion, based on the information and explanations given by management, that the system 
of internal control provides reasonable assurance that the financial records may be relied on for the preparation of the 
annual financial statements. Flowever, any system of internal financial control can provide only reasonable, and not 
absolute, assurance against material misstatement or loss. 

The accounting officer has reviewed the municipality’s cash flow forecast for the year to 30 June 2010 and, in the light of 
this review and the current financial position, he is satisfied that the municipality has or has access to adequate resources 
to continue in operational existence for the foreseeable future. 

The municipality is dependent on the grants and subsidies and internal funding for continued funding of operations. The 
annual financial statements are prepared on the basis that the municipality is a going concern and that the municipality has 
neither the intention nor the need to liquidate or curtail materially the scale of the municipality. 

The external auditors are responsible for independently reviewing and reporting on the municipality's annual financial 
statements. The annual financial statements have been examined by the municipality's external auditors and their report is 
presented on page 5. 

The annual financial statements set out on pages 6 to 49, which have been prepared on the going concern basis, were 
approved by the accounting officer on 31 August 2009 and were signed on its behalf by: 


Accounting Officer 
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Report of the Auditor General 


To the Provincial Legislature of uThukela District Municipality 
Report on the Financial Statements 

I have audited the accompanying annual financial statements of the uThukela District Municipality which comprise the 
statement of financial position as at 30 June 2009, statement of financial performance, statement of changes in net assets 
and cash flow statement for the year then ended, and a summary of significant accounting policies and other explanatory 
notes, and the [directors’ / accounting officer’s / accounting authority’s] report, as set out on pages 6 to 49. 

Basis of accounting 

The Entity’s policy is to prepare annual financial statements on [the basis of accounting determined by the National 
Treasury] [entity-specific basis of accounting] as set out in [accounting policy note xx] [note xx to the financial statements]. 


Office of the Auditor General 
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uThukela District Municipaiity 

Annual Financial Statements for the year ended 30 June 2009 

Accounting Officer's Report 


The accounting officer submits his report for the year ended 30 June 2009. 

Financial year 2008/2009 saw various reforms facing Local Government in general and our municipality in particular among 
these were financial report reforms which was the conversion process of annual financial statements from IMFO Statement 
to GRAP/GAMAP Standards, (refer to 40 of the notes to financial statements) for standards adopted, in compiling the same. 

It is always difficult to match communities' expectations (needs) to available financial resources, this has been aggravated 
by the country's recession, which saw an increase in consumers' debtors' book and provisions thereof, thus impacting 
negatively on our financial position. This confirms that as the municipality we were immune from the global economic melt 
down. 

Despite all odds, we remain committed as the municipality to render quality and sustainable service to our communities. To 
achieve this goal, we are striving within available means to stretch each rand as far as possible. 

Lastly, I would like to thank my council and staff for support during this challenging financial year. 


SSB Nkehli 

MUNICIPAL MANAGER 
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Statement of Financiai Position 






2009 

2008 


Note(s) 

R 

R 


Assets 




Current Assets 

Cash and cash equivalents 

3 

3 203 769 

11 258 968 

Consumer debtors 

4 

40 820 203 

23 232 027 

Trade and other receivables from exchange transactions 

5 

16 934 122 

12 280 740 

Inventories 

6 

5 403 392 

5 229 318 

Prepayments 

7 

277 809 

197 281 

Vat 

8 

- 

851 123 



66 639 295 

53 049 457 

Non-Current Assets 

Property, plant and equipment 

10 

621 814 343 

590 832 309 

Intangible assets 

11 

54 542 

- 



621 868 885 

590 832 309 

Total Assets 

Liabilities 

- 

688 508 180 

643 881 766 

Current Liabilities 

Trade and other payables from exchange transactions 

12 

108 629 106 

71 219 239 

Other payable from non-exchange transaction 

13 

15 135 750 

2 285 863 

Retirement benefit obligation 

14 

13 449 950 

10 938 261 

Consumer deposits 

15 

6 040 518 

3 934 183 

Unspent conditional grants and receipts 

16 

32 311 781 

42 902 536 

Other financial liabilities 

18 

3 323 970 

3 054 544 

Finance lease obligation 

19 

840 286 

608 876 

Operating lease liability 

17 

283 024 

234 816 

Vat payable 

9 

8 557 837 

- 



188 572 222 

135 178 318 

Non-Current Liabilities 

Other financial liabilities 

18 

17 623 405 

20 920 302 

Finance lease obligation 

19 

1 728 800 

1 069 311 



19 352 205 

21 989 613 

Total Liabilities 


207 924 427 

157 167 931 

Net Assets 


480 583 753 

486 713 835 


Net Assets 

Accumulated surplus 


480 583 753 


486 713 835 





uThukela District Municipaiity 

Annual Financial Statements for the year ended 30 June 2009 


Statement of Financiai Performance 



Note(s) 

2009 

R 

2008 

R 

Revenue 

Service charges 

20 

93 159 574 

65 927 991 

Interest received 


19 026 605 

9 010 128 

Fines 


5 000 

- 

Government grants and subsidies 

21 

234 864 571 

193 246 566 

Other income 


3 289 133 

2 202 487 

Total Revenue 


350 344 883 

270 387 172 

Expenditure 

Employee related costs 

22 

75 054 039 

68 296 897 

Remuneration of councillors 

23 

3 419 976 

3 191 039 

Debt impairment 

24 

61 905 070 

71 459 773 

Collection costs 


672 697 

900 320 

Repairs and maintenance 


18 552 164 

14 839 014 

Finance costs 

25 

3 128 702 

3 829 039 

Bulk purchases 

26 

2 454 919 

2 369 385 

Impairment loss 


5 258 717 

585 085 

Depreciation and amortisation 

27 

26 089 130 

25 180 690 

General Expenses 

28 

215 518 755 

163 219 966 

Total Expenditure 


412 054 169 

353 871 208 

Gains/(loss) on disposal of assets 


(78 262) 

(20 851 341) 

Actuarial Gains/(Loss) 


(2 511 689) 

- 

Deficit for the year 


(64 299 237) 

(104 335 377) 
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Statement of Changes in Net Assets 



Share capital / 
contributions 
from owners 

R 

Accumulated 

surplus 

R 

Total net 
assets 

R 

Balance at 01 July 2008 

. 

(19 155 471) 

(19 155 471) 

Changes in net assets 

Change in Accounting policy 

. 

609 334 369 

609 334 369 

Correction of prior period error 

- 

870 314 

870 314 

Net income (expenses) recognised directly in net assets 

- 

610 204 683 

610 204 683 

Surplus for the year 

- 

(104 335 377) 

(104 335 377) 

Total recognised income and expenses for the year 

- 

505 869 306 

505 869 306 

Total changes 

- 

505 869 306 

505 869 306 

Balance at 01 July 2008 

- 

486 713 835 

486 713 835 

Changes in net assets 

Change in accounting policy 

. 

63 804 818 

63 804 818 

Prior year adjustments 

- 

(5 545 246) 

(5 545 246) 

Correction of prior period error 

- 

(90 417) 

(90 417) 

Net income (expenses) recognised directly in net assets 

- 

58 169 155 

58 169 155 

Surplus for the year 

- 

(64 299 237) 

(64 299 237) 

Total recognised income and expenses for the year 

- 

(6 130 082) 

(6 130 082) 

Total changes 

- 

(6 130 082) 

(6 130 082) 

Balance at 30 June 2009 

. 

480 583 753 

480 583 753 


Note(s) 
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Cash Fiow Statement 



Note(s) 

2009 

R 

2008 

R 

Cash flows from operating activities 

Cash receipts from customers 


311 095 015 

316 607 889 

Cash paid to suppliers and employees 


(307 016 847) 

(303 268 937) 

Cash generated from operations 

29 

4 078 168 

13 338 952 

Finance costs 


(2 741 947) 

(3 583 274) 

Net cash from operating activities 



1 336 221 

9 755 678 

Cash fiows from investing activities 

Purchase of property, plant and equipment 

10 

(4 013 831) 

(5 067 094) 

Sale of property, plant and equipment 

10 

353 120 

(1 205 051) 

Purchase of other intangible assets 

11 

(55 000) 

- 

Impairment loss 


(5 258 717) 

(585 085) 

Net cash from investing activities 


(8 974 428) 

(6 857 230) 

Cash fiows from financing activities 

Repayment of Long term loans 


(3 027 471) 

(3 339 730) 

Movement in Consumer deposits 


2 106 335 

2 821 987 

Finance lease payments 


504 144 

84 107 

Long term Debtor 


- 

585 085 

Net cash from financing activities 


(416 992) 

151 449 

Totai cash movement for the year 


(8 055 199) 

3 049 897 

Cash at the beginning of the year 


11 258 968 

8 209 071 

Net increase (decrease) in cash and cash equivaients 

3 

3 203 769 

11 258 968 
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Annual Financial Statements for the year ended 30 June 2009 

Accounting Poiicies 


1. Presentation of Annual Financial Statements 

The annual financial statements have been prepared in accordance with South African Statements of Generally Recognised 
Accounting Practice (GRAP), issued by the Accounting Standards Board in accordance with Section 122(3) of the Municipal 
Finance Management Act, (Act No. 56 of 2003). 

A summary of the significant accounting policies, which have been consistently applied, are disclosed below. 

Assets, liabilities, revenues and expenses have not been offset except when offsetting is required or permitted by the 
Standard of GRAP. 

These accounting policies are consistent with the previous period, except for the changes set out in note 2 Changes in 
accounting policy 

1.1 Property, plant and equipment 

The cost of an item of property, plant and equipment is recognised as an asset when: 

• it is probable that future economic benefits or service potential associated with the item will flow to the 
municipality; and 

• the cost or fair value of the item can be measured reliably. 

Initial recognition 

Property, plant and equipment are tangible non-current assets (including infrastructure assets) that are held for use in the 
supply of services, or for administrative purposes, and are expected to be used during more than one year. Items of 
property, plant and equipment are initially recognised as assets on acquisition date and are initially recorded at cost. The 
cost of an item of property, plant and equipment is the purchase price and other costs attributable to bring the asset to the 
location and condition necessary for it to be operating in the manner intended by the municipality. The cost also includes 
the necessary costs of dismantling and removing the asset and restoring the site on which it is located. 

When significant components of an item of property, plant and equipment have different useful lives, they are accounted for 
as separate items (major components) of property, plant and equipment. 

Where an asset is acquired by the municipality for no or nominal consideration (i.e. a non-exchange transaction), the cost 
deemed to be equal to the fair value of that asset on the date acquired. 

Where an item of property, plant and equipment is acquired in exchange for a non-monetary asset or monetary assets, or a 
combination of monetary and non-monetary assets, the asset acquired is initially measured at fair value (the cost). If the 
acquired item's fair value was not determinable, it's deemed cost is the carrying amount of the asset(s) given up. 

Major spare parts and servicing equipment qualify as property, plant and equipment when the municipality experts to use 
them during more than one period. Similarly, if the major spare parts and servicing equipment can be used only in 
connection with an item of property, plant equipment, they are accounted for as property, plant and equipment. 

Subsequent measurement - cost modei 

Subsequent to initial recognition, item of property, plant and equipment are measured at cost less accumulated 
depreciation and impairment losses. Land is not depreciated as it is deemed to have an indefinite useful life. 

Where the municipality replaces parts of an asset, it derecognises the part of the asset being replaced and capitalises the 
new component. Subsequent expenditure incurred on an asset is capitalised when it increases the capacity or future 
economic benefits associated with the asset. 

Depreciation and impairment 

Depreciation is calculated on the depreciable amount, using the straight-line method over the estimated useful lives of the 
assets. Components of assets that are significant in relation to the whole asset and that have different useful lives are 
depreciated separately. The annual depreciation rates are based on the following estimated average asset lives: 

Item Average useful life 

Buildings 

• Dams 80 

Plant and equipment 
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Annual Financial Statements for the year ended 30 June 2009 

Accounting Poiicies 


1.1 Property, plant and equipment (continued) 


• Graders 5 

• T ractors 5 

• Mechanical horses 5 

• Compressors 2 

• Lawnmowers 5 

• Laboratory equipment 5 

• Radio equipment 5 

• Telecommunication equipment 5 

• Irrigation systems 10 

• Lathes & Milling equipment 5 

• Tippers 5 

• Tools 5 

• General 5 

Water: 

• Meters 1 0 

• Supply/reticulation 20 

• Reservoirs and tanks 30 

• Water pumps 5 

• Mains 30 

• Rights 30 

• Boreholes 15 

Sewerage: 

• Sewers 30 

• Outfall sewers 40 

• Purification works 30 

• Sewerage pumps 5 

• Sludge machines 15 

Office equipment 

• Computer equipment 3 

• Office machines 3-5 

• Air conditioners 3 

• Furniture and fittings 7 

• Emergency equipment 5 

• Security equipment 5 

Other Assets 

• Office building 30 

• Motor vehicles 5 

• Truck/bakkies 5 


The residual value and the useful life of each asset and depreciation method is reviewed at the end of each reporting date 
and any changes are recognised as a change in accounting estimate in the Statement of Financial Performance. 

The municipality tests for impairment where there is an indication that an asset may be impaired. An assessment of 
whether there is an indication of possible impairment is done at each reporting date. Where the carrying amount of an item 
of property, plant and equipment is greater than the estimated recoverable amount (or recoverable service amount), it is 
written down immediately to its recoverable amount (or recoverable service amount) and an impairment loss is charged to 
the Statement of Financial Performance. 

Incomplete Construction work 

Incomplete construction work is stated at cost. Depreciation only commences when the asset is brought into use. 

Derecognition 

Item of property, plant and equipment is derecognised when the asset is disposed of or when there are no further economic 
benefits or service potential expected from the use of the asset. The gain or loss arising on the disposal or retirement of an 
item of property, plant and equipment is determined as the difference between the sales proceeds and the carrying value 
and is recognised in the Statement of Financial Performance. 

1.2 Intangible assets 
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Annual Financial Statements for the year ended 30 June 2009 

Accounting Poiicies 


1.2 Intangible assets (continued) 

Initial Recognition 

• An intangible asset is an identifiable non-monetary asset without physical substance. Examples include 
computer software licences, and development costs. The municipality recognises an intangible asset in its 
Statement of Financial Position only when it is probable that the expected future economic benefits or service 
potential that are attributable to the asset will flow to the municipality and the cost or fair value of the asset can 
be measured reliably. 

• Intangible assets are initially recognised at cost. 

An intangible asset is recognised when: 

• it is probable that the expected future economic benefits or service potential that are attributable to the asset will 
flow to the municipality; and 

• the cost or fair value of the asset can be measured reliably. 

Subsequent measurement - Cost model 

Intangible assets are subsequently carried at cost less accumulated amortisation and impairments. The cost of an 
intangible asset is amortised over the useful life where that useful life is finite. Where the useful life is indefinite, the asset is 
not amortised but is subject to an annual impairment test. 

Amortisation is charged so as to write off the cost or valuation of intangible assets over their estimated useful lives using the 
straight line method. The annual amortisation rates are based on the following estimated average asset lives: 

Item Useful life 

Computer software 2 

The amortisation period and the amortisation method for an intangible asset with a finite useful life are reviewed at each 
reporting date and any changes are recognised as a change in accounting estimate in the statement of Financial 
Performance. 

Derecognition 

Intangible assets are derecognised when the asset is disposed of or when the are no further economic benefits or services 
potential expected from the use of the asset. The gain or loss arising on the disposal or retirement of an intangible asset is 
determined as the difference between the sales proceeds and the carrying value and is recognised in the Statement of 
Financial Performance. 

1.3 Financial instruments 

Initial recognition and measurement 

Financial instruments are initially recognised at fair value. 

Subsequent measurement 

Financial assets are categorised according to their nature as either financial assets at fair value through surplus or deficit, 
held-to maturity, loans and receivables, or available for sale. 

Financial liabilities are categorised as either at fair value through surplus or deficit or financial liabilities carried at amortised 
cost (other). 

The subsequent measurement of financial assets and liabilities depends on this categorisation and, in the absence of an 
approved GRAP Standard on Financial Instruments, is in accordance with IAS 39. 

Trade and other receivables 

Trade receivables are measured at initial recognition at fair value, and are subsequently measured at amortised cost. 
Appropriate allowances for estimated irrecoverable amounts are recognised in surplus or deficit when there is objective 
evidence that the asset is impaired. Significant financial difficulties of the debtor, probability that the debtor will enter 
bankruptcy or financial reorganisation, and default or delinquency in payments (more than 120 days overdue) are 
considered indicators that the trade receivable is impaired. 
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1.3 Financial instruments (continued) 

The carrying amount of the asset is reduced through the use of an allowance account, and the amount of the deficit is 
recognised in surplus or deficit within operating expenses. When a trade receivable is uncollectible, it is written off against 
the allowance account for trade receivables. Subsequent recoveries of amounts previously written off are credited against 
operating expenses in surplus or deficit. 

Trade and other receivables are classified as loans and receivables. 

Trade and other payables 

Trade payables are initially measured at fair value, and are subsequently measured at amortised cost, using the effective 
interest rate method. 

Trade payables are categorised as financial liabilities held at amortised cost. 

Cash and cash equivalents 

Cash and cash equivalents comprise cash on hand and demand deposits, and other short-term highly liquid investments 
that are readily convertible to a known amount of cash and are subject to an insignificant risk of changes in value. These 
are initially and subsequently recorded at fair value. 

Cash and cash equivalents are categories as financial assets: loans and receivables. 

Bank overdraft and borrowings 

Bank overdrafts and borrowings are initially measured at fair value, and are subsequently measured at amortised cost. 
Finance charges on bank overdraft are expensed as incurred. 

Bank overdraft are categorised as financial liabilities: other financial liabilities carried at amortised cost. 

1.4 Leases 

A lease is classified as a finance lease if it transfers substantially all the risks and rewards incidental to ownership. A lease 
is classified as an operating lease if it does not transfer substantially all the risks and rewards incidental to ownership. 

Finance ieases - iessee 

Finance leases are recognised as assets and liabilities in the statement of financial position at amounts equal to the fair 
value of the leased property or, if lower, the present value of the minimum lease payments. The corresponding liability to 
the lessor is included in the statement of financial position as a finance lease obligation. 

The discount rate used in calculating the present value of the minimum lease payments is the interest rate implicit in the 
lease. 

Minimum lease payments are apportioned between the finance charge and reduction of the outstanding liability. The 
finance charge is allocated to each period during the lease term so as to produce a constant periodic rate of on the 
remaining balance of the liability. 

Any contingent rents are expensed in the period in which they are incurred. 

Operating ieases - iessee 

Operating lease payments are recognised as an expense on a straight-line basis over the lease term. The difference 
between the amounts recognised as an expense and the contractual payments are recognised as an operating lease asset 
or liability. 

1.5 inventories 

Inventories are initially measured at cost except where inventories are acquired at no cost, or for nominal consideration, 
then their costs are their fair value as at the date of acquisition. 

Subsequently inventories are measured at the lower of cost and net realisable value. 
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1.5 Inventories (continued) 

Inventories are measured at the lower of cost and current replacement cost where they are held for; 

• distribution at no charge or for a nominal charge; or 

• consumption in the production process of goods to be distributed at no charge or for a nominal charge. 

Net realisable value is the estimated selling price in the ordinary course of operations less the estimated costs of 
completion and the estimated costs necessary to make the sale, exchange or distribution. 

Current replacement cost is the cost the municipality incurs to acquire the asset on the reporting date. 

The cost of inventories comprises of all costs of purchase, costs of conversion and other costs incurred in bringing the 
inventories to their present location and condition. 

The cost of inventories of items that are not ordinarily interchangeable and goods or services produced and segregated for 
specific projects is assigned using specific identification of the individual costs. 

The cost of inventories is assigned using the weighted average cost formula. The same cost formula is used for all 
inventories having a similar nature and use to the municipality. 

When inventories are sold, the carrying amounts of those inventories are recognised as an expense in the period in which 
the related revenue is recognised. If there is no related revenue, the expenses are recognised when the goods are 
distributed, or related services are rendered. The amount of any write-down of inventories to net realisable value and all 
losses of inventories are recognised as an expense in the period the write-down or loss occurs. The amount of any reversal 
of any write-down of inventories, arising from an increase in net realisable value, are recognised as a reduction in the 
amount of inventories recognised as an expense in the period in which the reversal occurs. 

1.6 Presentation of currency 

These annual financial statements are presented in South African Rand. 

1.7 Going concern assumption 

These annual financial statements have been prepared on the assumption that the municipality will continue to operate as a 
going concern for at least the next 12 months. 

1.8 Comparative figures 

Where necessary, comparative figures have been reclassified to conform to changes in presentation in the current year. 

The nature and reason for the reclassification is disclosed. Where accounting errors have been identified in the current 
year, the correction is made retrospectively as far as practicable, and the prior year comparatives are restated accordingly. 
Where there has been a change in accounting policy in the current year, the adjustment is made retrospectively as far as is 
practicable, and the prior year comparatives are restated accordingly. 

1.9 Provisions and contingencies 

Provisions are recognised when: 

• the municipality has a present obligation as a result of a past event; 

• it is probable that an outflow of resources embodying economic benefits or service potential will be required to 
settle the obligation; and 

• a reliable estimate can be made of the obligation. 

The amount of a provision is the best estimate of the expenditure expected to be required to settle the present obligation at 
the reporting date. 

Where the effect of time value of money is material, the amount of a provision is the present value of the expenditures 
expected to be required to settle the obligation. 

Where some or all of the expenditure required to settle a provision is expected to be reimbursed by another party, the 
reimbursement shall be recognised when, and only when, it is virtually certain that reimbursement will be received if the 
municipality settles the obligation. The reimbursement shall be treated as a separate asset. The amount recognised for the 
reimbursement shall not exceed the amount of the provision. 
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1.9 Provisions and contingencies (continued) 

Provisions are reviewed at each reporting date and adjusted to reflect the current best estimate. Provisions are reversed if it 
is no longer probable that an outflow of resources embodying economic benefits or service potential will be required. 

Provisions are not recognised for future operating Surplus. 

If an entity has a contract that is onerous, the present obligation net of recoveries under the contract shall be recognised 
and measured as a provision. 

A constructive obligation to restructure arises only when an entity: 

• has a detailed formal plan for the restructuring, identifying at least: 

the activity/operating unit or part of a activity/operating unit concerned; 
the principal locations affected; 

the location, function, and approximate number of employees who will be compensated for terminating their 
services; 

the expenditures that will be undertaken; and 
when the plan will be implemented; and 

• has raised a valid expectation in those affected that it will carry out the restructuring by starting to implement that 
plan or announcing its main features to those affected by it. 

No obligation arises as a consequence of the sale or transfer of an operation until the municipality is committed to the sale 
or transfer, that is, there is a binding agreement. 

After their initial recognition contingent liabilities recognised in business combinations that are recognised separately are 
subsequently measured at the higher of: 

• the amount that would be recognised as a provision; and 

• the amount initially recognised less cumulative amortisation. 

Contingent assets and contingent liabilities are not recognised. A contingent liability is disclosed unless the possibility of an 
outflow of resources embodying economic benefits is remote. A contingent asset is disclosed where an inflow of economic 
benefits is probable. Contingencies are disclosed in note 31. 

1.10 Borrowing costs 

It is inappropriate to capitalise borrowing costs when, and only when, there is clear evidence that it is difficult to link the 
borrowing requirements of an entity directly to the nature of the expenditure to be funded i.e. capital or current. 

Borrowing costs are recognised as an expense in the period in which they are incurred. 

1.11 Revenue from exchange transactions 

Revenue from the sale of goods is recognised when all the following conditions have been satisfied: 

• the municipality has transferred to the purchaser the significant risks and rewards of ownership of the goods; 

• the municipality retains neither continuing managerial involvement to the degree usually associated with 
ownership nor effective control over the goods sold; 

• the amount of revenue can be measured reliably; 

• it is probable that the economic benefits associated with the transaction will flow to the municipality; and 

• the costs incurred or to be incurred in respect of the transaction can be measured reliably. 

When the outcome of a transaction involving the rendering of services can be estimated reliably, revenue associated with 
the transaction is recognised by reference to the stage of completion of the transaction at the end of the reporting period. 
The outcome of a transaction can be estimated reliably when all the following conditions are satisfied: 

• the amount of revenue can be measured reliably; 

• it is probable that the economic benefits or service potential associated with the transaction will flow to the 
municipality; 

• the stage of completion of the transaction at the reporting date can be measured reliably; and 

• the costs incurred for the transaction and the costs to complete the transaction can be measured reliably. 

When the outcome of the transaction involving the rendering of services cannot be estimated reliably, revenue shall be 
recognised only to the extent of the expenses recognised that are recoverable. 
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1.11 Revenue from exchange transactions (continued) 

Service revenue is recognised by reference to the stage of completion of the transaction at the reporting date. Stage of 
completion is determined by the proportion of costs incurred to date bear to the total estimated costs of the transaction. 

Contract revenue comprises: 

• the initial amount of revenue agreed in the contract; and 

• variations in contract work, claims and incentive payments: 

to the extent that it is probable that they will result in revenue; and 
they are capable of being reliably measured. 

Revenue is measured at the fair value of the consideration received or receivable and represents the amounts receivable 
for goods and services provided in the normal course of business, net of trade discounts and volume rebates. 

Interest is recognised, in surplus or deficit, using the effective interest rate method. 

Royalties are recognised on the accrual basis in accordance with the substance of the relevant agreements. 

Dividends are recognised, in surplus or deficit, when the municipality’s right to receive payment has been established. 

Service fees included in the price of the product are recognised as revenue over the period during which the service is 
performed. 

1.12 Revenue from non-exchange transactions 

Non-exchange transactions are defined as transactions where the entity receives value from another entity without directly 
giving approximately equal value in exchange. 

Revenue from rates, including collection charges and penalty interest, is recognised when: 

• it is probable that the economic benefits or service potential associated with the transaction will flow to the 
municipality; 

• the amount of the revenue can be measured reliably; and 

• there has been compliance with the relevant legal requirements. 

Revenue from the issuing of fines is recognised when: 

• it is probable that the economic benefits or service potential associated with the transaction will flow to the 
municipality; and 

• the amount of the revenue can be measured reliably. 

1.13 Grants, transfers and donations 

Grants and donations are recognised as revenue when: 

• it is probable that the economic benefits or service potential associated with the transaction will flow to the 
municipality; 

• the amount of the revenue can be measured reliably; and 

• to the extent that there has been compliance with any conditions, criteria or obligations associated with the grant 

To the extent that the conditions, criteria or obligations have not been met, a liability shall be recognised in the Statement of 
Financial Position. 

Donations are measured at the fair value of the consideration received or receivable when the amount of the revenue can 
be measured reliably. 

If goods in-kind are received without conditions attached, revenue is recognised immediately. If conditions are attached, a 
liability is recognised, which is reduced and revenue recognised as the conditions are satisfied. 

1.14 Unauthorised expenditure 

Unauthorised expenditure means: 

• overspending of a vote or a main division within a vote; and 

• expenditure not in accordance with the purpose of a vote or, in the case of a main division, not in accordance 
with the purpose of the main division. 
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1.14 Unauthorised expenditure (continued) 

All expenditure relating to unauthorised expenditure is recognised as an expense in the statement of financial performance 
in the year that the expenditure was incurred. The expenditure is classified in accordance with the nature of the expense, 
and where recovered, it is subsequently accounted for as revenue in the statement of financial performance. 

1.15 Fruitless and wasteful expenditure 

Fruitless expenditure means expenditure which was made in vain and would have been avoided had reasonable care been 
exercised. 

All expenditure relating to fruitless and wasteful expenditure is recognised as an expense in the statement of financial 
performance in the year that the expenditure was incurred. The expenditure is classified in accordance with the nature of 
the expense, and where recovered, it is subsequently accounted for as revenue in the statement of financial performance. 

1.16 Irregular expenditure 

Irregular expenditure is expenditure that is contrary to the Municipal Finance Management Act (Act no. 56 of 2003), the 
Municipal Systems Act (Act No. 32 of 2000), and the Public Office Bearers Act (Act No. 20 of 1998) or is in contravention of 
the Municipality's Supply Chain Management policy. 

Irregular expenditure that was incurred and identified during the current financial and which was condoned before year end 
and/or before finalisation of the financial statements must also be recorded appropriately in the irregular expenditure 
register. In such an instance, no further action is also required with the exception of updating the note to the financial 
statements. 

Irregular expenditure that was incurred and identified during the current financial year and for which condonement is being 
awaited at year end must be recorded in the irregular expenditure register. No further action is required with the exception 
of updating the note to the financial statements. 

Where irregular expenditure was incurred in the previous financial year and is only condoned in the following financial year, 
the register and the disclosure note to the financial statements must be updated with the amount condoned. 

1.17 Empioyee benefits 
Short-term empioyee benefits 

The cost of short-term employee benefits, (those payable within 12 months after the service is rendered, such as paid 
vacation leave and sick leave, bonuses, and non-monetary benefits such as medical care), are recognised in the period in 
which the service is rendered and are not discounted. 

The expected cost of surplus sharing and bonus payments is recognised as an expense when there is a legal or 
constructive obligation to make such payments as a result of past performance. 

Defined contribution pians 

Payments to defined contribution retirement benefit plans are charged as an expense as they fall due. 

Payments made to industry-managed (or state plans) retirement benefit schemes are dealt with as defined contribution 
plans where the municipality’s obligation under the schemes is equivalent to those arising in a defined contribution 
retirement benefit plan. 

Other post retirement obiigations 

The municipality provides post-retirement health care benefits upon retirement to retirees. According to the rules of the 
medical aid funds, with which the Municipality is associated, a member (who is on the current conditions of service), on 
retirement, is entitled to remain a continued member of such medical aid fund, in which case the member is liable for 40% 
of the medical aid membership fee, and the Council for the remaining 60%. The medical aid contribution are charged to the 
Statement of Financial Performance as they fall due. 

The additional cost effect of the post retirement obligations is immaterial and the cost thereof are charged to the Statement 
of Financial Performance as they fall due. The Municipality's net obligation in respect of post retirement plans are calculated 
separately for each plan by estimating the amount of future benefits that employees have earned in return for their in 
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1.17 Employee benefits (continued) 

current and prior periods whereby that benefit is discounted to determine its present value. 

The actuarial valuation is performed by an independent qualified actuary on a annual basis using the projected unit credit 
method. When the calculation results in a benefit to the Municipality, the recognised asset is limited to the net total of any 
unrecognised past service costs and the present value of any future refunds from the plan or reductions in future 
contributions to the plan. The actuarial gain is transacted in full in the Statement of Financial Performance and not 
calculated and accounted for according to the "corridor" method. 
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2009 2008 

R R 


2. Changes in accounting poiicy 

The annual financial statements have been prepared in accordance with South African Statements of Generally Recognised 
Accounting Practice GRAP, issued by the Accounting Standards Board in accordance with Section 122(3) of the Municipal 
Finance Management Act, (Act no 56 of 2003). 

Assets, liabilities, revenues and expenses have not been offset except when offsetting is required or permitted by a 
Standard of GRAP. 

A summary of the significant accounting policies, which have been consistently applied, are disclosed below. 

The accounting policies are applied consistent with those used to present the previous year’s financial 
statements, unless explicitly stated. The details of any changes in accounting policies are explained 
in the relevant policy. 

The standards included in the GRAP reporting framework, as determined in Directive 5 as issued by 
the accounting Standards Board, are summarised as follows: 

Standard Title of Standard 

GRAP 1 Presentation of Financial Statements 
GRAP 2 Cash Flow Statements 

GRAP 3 Accounting Policies, Changes in Accounting Estimates and Errors 
GRAP 4 The Effects of changes in Foreign Exchange Rates 
GRAP 5 Borrowing Costs 

GRAP 6 Consolidated and Separate Financial Statements 

GRAP 7 Investments in Associate 

GRAP 8 Interest in Joint Ventures 

GRAP 9 Revenue from Exchange Transactions 

GRAP 10 Financial Reporting in Flyperinflationary Economies 

GRAP 1 1 Construction Contracts 

GRAP 12 Inventories 

GRAP 13 Leases 

GRAP 14 Events after the reporting date 
GRAP 16 Investment Property 
GRAP 17 Property Plant and Equipment 

GRAP 19 Provisions, Contingent Liabilities and Contingent Assets 

GRAP 100 Non-current Assets held for Sale and Discontinued Operations 

GRAP 101 Agriculture 

GRAP 102 Intangible Assets 

IFRS 3 (AC 140) Business Combinations 

IFRS 4 (AC 141) Insurance Contracts 

IFRS 6 (AC 143) Exploration for and Evaluation of Mineral Resources 

IFRS 7 (AC 144) Financial Instruments: Disclosures 

IAS 12 (AC 102)lncome Taxes 

IAS 19 (AC 116) Employee Benefits 

IAS 32 (AC 125) Financial Instruments: Presentation 

IAS 36 (AC 128) Impairment of Assets 

IAS 39 (AC 133) Financial Instruments: Recognition and Measurement 

Accounting policies for material transactions, events or conditions not covered by the GRAP reporting 
framework, as detailed above, have been developed in accordance with paragraphs 7, 11 and 12 of 
GRAP 3 and the hierarchy approved in Directive 5, as issued by the accounting Standards Board.Assets, liabilities, 
revenues and expenses have not been offset except when offsetting is required or permitted by a Standard of GRAP. 

The aggregate effect of the changes in accounting policy on the annual financial statements for the year ended 30 June 
2008 is as follows: 

Statement of financial position 

Property, plant and equipment 
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2. Changes in accounting poiicy (continued) 

Previously stated 

Transfer from Accumulated surplus 
Additions transferred from accumulated surplus 


Accumulated depreciation 

Previously stated 

Transfer from accumulated surplus 


Reserves 

Previously stated 

Transferred to Accumulated Surplus/(Deficit) 


Statutory Fund 

Previously stated 

Transferred to Accumulated Surplus/(Deficit) 


Loans Redeemed and Other Capital Receipts 

Previously stated 

Transferred to Accumulated Surplus/(Deficit) 


Long-term Debtors 

Previously stated 

Transferred to impairment of asset 


Operating lease Liability 

Transferred from Accumulated Surplus/(Deficit) 

Finance lease liability 

Previously stated 

Capitalised operating leases that are defined as Finance leases 
Transferred payments from Accumulated Surplus/(Deficit) 
Reallocation of Payments from lease rentals 


Inventory 

Previously stated 

Transferred from accumulated surplus 


Opening retained earnings 

Previously stated 

Reversal of contribution to prior year deficit 
Transfer of Statutory fund 
Reserves no longer permitted 
Changes in Fixed assets 


- 

765 614 061 

- 

(765 614 061) 

- 

729 717 339 

. 

729 717 339 


- 

91 733 307 

. 

91 733 307 


- 

888 533 

- 

888 533 

. 

1 777 066 


- 

16 532 062 

- 

(16 532 062) 




“ 

738 520 386 
(738 520 386) 




- 

585 085 

- 

(585 085) 




- 

(234 981) 


1 190 404 

- 

751 019 

- 

(140 962) 

- 

(122 670) 

. 

1 677 791 


- 

246 652 

- 

503 798 

. 

750 450 


- 

(18 979 181) 

- 

(2 000 000) 

- 

16 532 062 

- 

888 533 

- 

(39 276 064) 
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2009 

2008 




R 

R 

2. Changes in accounting poiicy (continued) 





Transfer of Loans redeemed and other Capital receipts 


- 

738 520 386 

Operating liability 



- 

(234 981) 

Change in the recognition of leases 



- 

140 962 

Backlog depreciation 



- 

(91 733 307) 




- 

603 858 410 

3. Cash and cash equivaients 





Cash and cash equivalents consist of: 





Cash on hand 



7 700 

7 700 

Bank balances 



2 347 870 

2 085 542 

Short-term deposits 



848 199 

9 165 726 




3 203 769 

11 258 968 

The municipaiity had the foiiowing bank accounts 





Account number / description Bank statement balances 

Cash book balances 

30 June 2009 30 June 2008 

30 June 2007 

30 June 2009 30 June 2008 

30 June 2007 

ABSA Bank (Ladysmith) 1 744 383 

Account no - 4048800058 

1 056 865 

(2 854 422) 

1 493 934 1 056 865 

(1 902 046) 

ABSA Bank (Ladysmith) 603 487 

Account no - 4062520058 

1 028 677 

933 822 

603 487 1 028 677 

1 245 759 

Cash on Hand 7 700 

7 700 

7 700 

7 700 7 700 

7 700 

Totai 2 355 570 

2 093 242 

(1 912 900) 

2 105 121 2 093 242 

(648 587) 

4. Consumer debtors 





Gross baiances 

Water 



208 198 841 

129 368 406 

Less: Provision for debt impairment 

Water 



(167 378 638) 

(106 136 379) 

Net baiance 

Water 



40 820 203 

23 232 027 

Water and sanitation 

Current (0 -30 days) 



11 760 679 

16 982 446 

31 - 60 days 



5 142 804 

4 478 588 

61 - 90 days 



6 364 278 

1 770 993 

91 - 120 days 



17 552 442 

- 




40 820 203 

23 232 027 

Summary of debtors by customer ciassification 





Consumers 

Current (0 -30 days) 



13 239 439 

9 340 345 

31 - 60 days 



7 016 370 

2 463 223 

61 - 90 days 



12 482 322 

1 989 886 

91 - 120 days 



16 978 276 

2 054 862 

121 -365 days 



150 877 974 

54 649 790 

> 365 days 



1 189 847 

1 189 847 
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R 
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4. Consumer debtors (continued) 


201 784 228 

71 687 953 

Less: Provision for debt impairment 

(164 036 369) 

(58 375 008) 


37 747 859 

13 312 945 

industriai/ commerciai 

Current (0 -30 days) 

815 027 

4 245 612 

31 - 60 days 

159 455 

1 119 647 

61 - 90 days 

345 750 

904 494 

91 - 120 days 

180 697 

934 028 

121 -365 days 

2 108 750 

24 840 859 


3 609 679 

32 044 640 

Less: Provision for debt impairment 

(2 127 207) 

(26 534 095) 


1 482 472 

5 510 545 

Nationai and provinciai government 

Current (0 -30 days) 

385 207 

3 396 489 

31 - 60 days 

422 707 

895 718 

61 - 90 days 

401 483 

723 595 

91 - 120 days 

393 469 

747 223 

121 -365 days 

1 202 068 

19 872 687 


2 804 934 

25 635 712 

Less: Provision for debt impairment 

(1 215 062) 

(21 227 276) 


1 589 872 

4 408 436 

Totai 

Current (0 -30 days) 

14 439 673 

16 982 446 

31 - 60 days 

7 598 532 

4 478 588 

61 - 90 days 

13 229 555 

3 617 975 

91 - 120 days 

17 552 442 

3 736 113 

121 -365 days 

155 378 639 

100 553 284 


208 198 841 

129 368 406 

Less: Provision for debt impairment 

(167 378 638) 

(106 136 379) 


40 820 203 

23 232 027 

Less: Provision for debt impairment 

Current (0 -30 days) 

(2 678 994) 

(1 846 882) 

31 - 60 days 

(2 455 729) 

(3 736 113) 

61 - 90 days 

(6 865 277) 

- 

91 - 120 days 

(155 378 638) 

(100 553 384) 


(167 378 638) 

(106 136 379) 

Reconciiiation of debt impairment provision 

Balance at beginning of the year 

106 136 379 

43 284 948 

Contributions to provision 

61 242 259 

62 851 431 


167 378 638 

106 136 379 

Fair vaiue of consumer debtors 

Consumer debtors 

The fair value of trade and other receivables approximate their carrying values. 

40 820 203 

23 232 027 
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4. Consumer debtors (continued) 

Consumer debtors impaired 

The amount of the provision was R 167 378 638 as of 30 June 2009 (2008: R 106 136 379). 
The ageing of these receivables is as follows: 


3 to 6 months 

12 000 000 

1 770 993 

Over 6 months 

155 378 638 

- 

5. Trade and other receivabies from exchange transactions 

Deposits - Fuel & Electricity 

1 184 579 

1 171 819 

Outstanding deposit 

14 374 596 

2 361 924 

Unreconciled stock 

- 

90 418 

Metropolitan Life - Investment 

- 

5 258 717 

Sundry debtors 

1 374 947 

3 397 862 


16 934 122 

12 280 740 

6. Inventories 

Consumable stores 

6 823 

8 973 

Water 

5 396 569 

5 220 345 


5 403 392 

5 229 318 

7. Prepayments 

Prepayments 

277 809 

197 281 

8. Vat 

Vat receivable 

- 

851 123 

Vat is payable on the receipts basis. Vat is paid over to SARS only once payment is received from debtors. 


9. Vat payable 

Vat payables 

8 557 837 

- 


Vat is payable on the receipts basis. Vat is paid over to SARS only once payment is received from debtor. 
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Figures in Rand 


10. Property, plant and equipment 



2009 


2008 

Cost 

Accumulated Carrying value 
depreciation 

Cost 

Accumulated Carrying value 
depreciation 


Land 

Buildings 

Infrastructure 

Other property, plant and equipment 

Finance lease assets 


1 037 872 
482 857 
743 633 536 
15 701 006 

4 397 819 

(210 894) 
(130 093 836) 
(11 570 442) 
(1 563 575) 

1 037 872 
271 963 

613 539 700 

4 130 564 

2 834 244 

1 037 872 
482 857 
688 089 071 
15 669 487 

3 586 713 

(195 637) 
(106 362 812) 
(10 522 205) 
(953 037) 

1 037 872 
287 220 

581 726 259 

5 147 282 

2 633 676 

Total 


765 253 090 

(143 438 747) 

621 814 343 

708 866 000 

(118 033 691) 

590 832 309 

Reconciliation of property, plant and equipment - 2009 


Opening 

Balance 

Additions 

Disposals 

T ransfers 

Capital under 
construction 

Depreciation 

Total 

Land 

1 037 872 

- 

- 

- 

- 

- 

1 037 872 

Buildings 

287 220 

- 

- 

- 

- 

(15 257) 

271 963 

Infrastructure 

581 726 259 

2 055 746 

- 

- 

53 488 719 

(23 731 024) 

613 539 700 

Other property, plant and equipment 

5 147 282 

471 117 

(155 945) 

212 942 

- 

(1 544 832) 

4 130 564 

Finance lease assets 

2 633 676 

1 486 968 

(275 437) 

(212 942) 

- 

(798 021) 

2 834 244 


590 832 309 

4 013 831 

(431 382) 

- 

53 488 719 (26 089 134) 621 814 343 


Reconciliation of property, plant and equipment - 2008 



Opening 

Balance 

Additions 

Implementation 
of GRAP 

Disposals 

Capital under 
construction 

Backlog 

depreciation 

Depreciation 

Total 

Land 

- 

- 

1 037 872 

- 

- 

- 

- 

1 037 872 

Buildings 

- 

- 

482 857 

- 

- 

(180 381) 

(15 256) 

287 220 

Infrastructure 

677 806 533 

4 210 778 

(6 608 1 1 1 ) 

(19 646 290) 

32 326 161 

(83 500 596) 

(22 862 216) 

581 726 259 

Other property, plant and equipment 

13 312 504 

890 294 

1 466 690 

- 

- 

(8 788 987) 

(1 733 219) 

5 147 282 

Finance lease assets 

- 

420 050 

3 166 664 

- 

- 

(383 038) 

(570 000) 

2 633 676 


691 119 037 

5 521 122 

(454 028) 

(19 646 290) 

32 326 161 

(92 853 002) 

(25 180 691) 

590 832 309 
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10. Property, plant and equipment (continued) 

A register containing the information required by section 63 of the Municipal Finance Management Act is available for 
inspection at the registered office of the municipality. 

The uThukela District Municipality have opted to take advantage of Directive 4, issued by the Accounting Standard Board. 
The municipality have physically verified all assets, tagged movable assets and captured GPS coordinates of immovable 
assets. 

11. Intangible assets 




2009 



2008 



Cost 

Accumulated 

Carrying value 

Cost 

Accumulated 

Carrying value 



amortisation 



amortisation 


Water rights 

55 000 

(458) 

54 542 


- 

- 

Reconciliation of intangible assets 

-2009 


Opening 

Balance 

Additions 

Amortisation 

Total 

Water rights 



- 

55 000 

(458) 

54 542 


12. Trade and other payables from exchange transactions 


Trade payables 

75 231 580 

44 271 772 

DWAF 

8 503 483 

5 291 437 

Loan - Endumeni 

8 000 

8 000 

Trust funds 

2 639 912 

2 144 257 

Retentions 

7 382 308 

5 784 748 

Other Creditors 

3 795 112 

4 869 339 

DBSA - accrued interest 

586 232 

681 593 

Provision for leave 

10 482 479 

8 168 093 


108 629 106 

71 219 239 


Fair value of trade and other payables 

The fair value of trade and other payables approximate their carrying amounts. 
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13. Other payables from non-exchange transactions 


Unidentified receipts 

- 

889 114 

Unidentified water deposits 

14 583 435 

1 186 591 

Levies suspense control 

- 

1 107 

Payment tfr main account/water 

42 057 

80 338 

Bank in suspense 

241 277 

- 

S J Gcabashe credit card 

1 922 

- 

Unclaimed salaries/wages 

267 059 

128 713 


15 135 750 2 285 863 


14. Retirement benefits 

Defined benefit pian 

Post retirement medicai aid pian 

This is the first post retirement medical assistance valuation to be performed for the uThukela District Municipality. As such 
no reconciliation between a prior valuation can be performed. Also, the liabilities for the previous four annual periods cannot 
be shown. 

The following shows the present value of the defined benefit obligation for the current period. 

IAS (19) PSL (Rand's) 

Accrued PS liability as at 30 June 2009 13 449 950 


Below shows the projected past service liability as at 30 June 2010. It also shows the change in liability due to changes in 

medicai infiation. 

PSL (Rand's) 


Real discount rate 2.00% 1.00% (base) 0.00% 


Accrued PSL as at 30 June 2009 

10 

842 

451 

13 

449 

950 

16 

995 

924 

Plus Service cost 

1 

333 

699 

1 

631 

294 

2 

031 

044 

Plus interest cost 


855 

185 

1 

061 

491 

1 

342 

055 

Less Employer contributions paid during 2009/2010 


69 

078 


69 

430 


69 

788 

Projected PSL as at 30 June 2010 

12 

962 

257 

16 

073 

305 

20 

299 

235 


The service cost in the above represents the increase in the liability due to the additional years of service 
accrued by active members. For the base case, where we assumed that the gap, or real discount rate was 
1.00%, we project a service cost of R1 631 294 for the year ahead. It should be noted that pensioners are not 
included in this figure since they do not accrue any extra years of service. 

The interest cost is based on the discount rate assumption for the current valuation which is based on the zero- 
coupon South African bond yield curve as at 30 June 2009, the liability accrued as at 30 June 2009 and the 
contributions paid during the financial year. 

The employer contribution paid during 2009/2010 is the estimated medical scheme contributions paid by 
uThukela District Municipality with respect to PRMA receiving members during the periods 1 July 2009 to 30 
June 2010. 

The liability as at 30 June 2010 is projected to be R16, 073 million. 
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15. Consumer deposits 

Water 6 040 518 3 934 183 


16. Unspent conditional grants and receipts 

Unspent Conditional Grants from other spheres of Government 


Conditional grants and receipts 


MIG Grants 

4 351 375 

3 485 102 

DWAF 

13 738 028 

26 454 169 

KZN Projects 

12 661 048 

11 692 821 

Sport and Recreation 

1 416 140 

621 169 

MSIG 

145 190 

649 275 


32 311 781 

42 902 536 


Movement during the year 


Balance at the beginning of the year 
Additions during the year 
Income recognition during the year 


42 902 536 
94 717 887 
(105 308 642) 


28 598 911 
98 644 245 
(84 340 620) 


32 311 781 42 902 536 


See note 20 for reconciliation of grants. These amounts are invested in ring-fenced investment until utilised. 


17. Operating lease (accrual) 

234 816 234 816 

48 208 

(283 024) (234 816) 


Opening balance 

Transfer to Operating lease liability 
Current liabilities 


The properties occupied by the municipality is leased from third party. These leases is operating lease as defined. The 
operating lease liability is the difference between actual payments made in terms of the lease agreement and the straight 
lining the lease payments. 

18. Other financial liabilities 


Held at amortised cost 

Loans - DBSA 

Loans bear an interest rate between 10% and 15.25% per annum and are 
repayable over periods between five and twenty years. The loans compromises 
of 7 Loans approved by the Development Bank of South Africa amounting to 
R36 511 976. 


Non-current liabilities 

At amortised cost 


Current liabilities 

At amortised cost 


20 947 375 23 974 846 


17 623 405 

20 920 302 

3 323 970 

3 054 544 

20 947 375 

23 974 846 
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19. Finance lease obligation 



Minimum lease payments due 

- within one year 

1 065 005 

806 388 

- in second to fifth year inclusive 

1 980 615 

1 220 519 


3 045 620 

2 026 907 

less: future finance charges 

(476 534) 

(349 116) 

Present value of minimum lease payments 

2 569 086 

1 677 791 

Present value of minimum lease payments due 

- within one year 

840 286 

609 428 

- in second to fifth year inclusive 

1 728 800 

1 068 363 


2 569 086 

1 677 791 

Non-current liabilities 

1 728 800 

1 069 311 

Current liabilities 

840 286 

608 876 


2 569 086 

1 678 187 

It is municipality policy to lease certain motor vehicles and equipment under finance leases. 


The average lease term was 3-5 years and the average effective borrowing rate was 11% (2008: 9%). 


Interest rates are linked to prime at the contract date, 
entered into for contingent rent. 

Refer to Appendix A for more detail on finance lease. 

All leases have fixed repayments and no arrangements have been 

20. Service charges 

Sale of water 

78 137 267 

54 093 437 

Sewerage and sanitation charges 

15 022 307 

1 1 834 554 


93 159 574 

65 927 991 

21 . Government grants and subsidies 

Equitable shares 

128 819 703 

104 885 781 

MIG Grant 

84 504 727 

77 485 199 

Development Planning 

16 122 

- 

DWAF 

17 437 842 

5 926 163 

KZN Projects 

2 137 192 

2 300 465 

Sport and recreation 

735 868 

998 480 

MSIG 

1 213 117 

1 650 478 


234 864 571 

193 246 566 

Equitable Shares 

In terms of the Constitution, this grant is used to subsidise the provision of basic services to indigent members. 


MIG Grant 

Balance unspent at beginning of year 

3 485 102 

858 314 

Current-year receipts 

85 371 000 

77 738 123 

Conditions met - transferred to revenue 

(84 504 727) 

(75 111 335) 


4 351 375 

3 485 102 
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21 . Government grants and subsidies (continued) 

Conditions for the balance still needs to be met - disclosed as current liability (see note 15). 

KZN Projects 


Balance unspent at beginning of year 

11 692 821 

11 168 963 

Current-year receipts 

2 985 075 

2 824 323 

Conditions met - transferred to revenue 

(2 016 848) 

(2 300 465) 


12 661 048 

11 692 821 


Conditions for the balance still to be met - disclosed as current liability (see note 15). 

DWAF 


Balance unspent at beginning of year 

Current-year receipts 

Conditions met - transferred to revenue 


26 454 169 14 552 232 

3 500 000 16 181 800 

(16 216 142) (4 279 863) 

13 738 027 26 454 169 


Conditions for the balance still to be met - disclosed as current liability (see note 15). 

Sport and Recreation 


Balance unspent at beginning of year 

Current-year receipts 

Conditions met - transferred to revenue 


621 167 719 647 

1 500 000 900 000 

(705 029) (998 480) 

1 416 138 621 167 


Conditions for the balance still needs to be met - disclosed as current liability (see note 15). 

MSiG 


Balance unspent at beginning of year 

Current-year receipts 

Conditions met - transferred to revenue 


649 275 1 299 753 

735 000 1 000 000 

(1 239 085) (1 650 478) 

145 190 649 275 


Conditions for the balance still needs to be met - disclosed as current liability (see note 15). 

22. Empioyee reiated costs 


Basic 

63 129 435 

59 315 421 

Medical aid - company contributions 

1 902 689 

- 

UIF 

449 019 

- 

WCA 

- 

224 619 

SDL 

616 523 

554 595 

Leave pay provision charge 

2 675 510 

2 254 832 

Travel, motorcar, accommodation, subsistence and other allowances 

1 562 738 

1 250 446 


70 335 914 

63 599 913 
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22. Employee related costs (continued) 



Remuneration of municipai manager 

Annual Remuneration 

782 357 

685 476 

Car Allowance 

226 922 

200 156 

Performance Bonuses 

- 

131 192 

Contributions to UIF, Medical and Pension Funds 

35 838 

37 072 


1 045 117 

1 053 896 

Remuneration of chief finance officer 

Annual Remuneration 

576 391 

580 013 

Car Allowance 

106 097 

93 559 

Performance Bonuses 

- 

95 768 

Entertainment 

59 197 

- 

Flousing subsidy 

22 151 

- 


763 836 

769 340 

Manager: Technicai Services 

Annual Remuneration 

500 774 

441 596 

Car Allowance 

221 218 

195 076 

Performance Bonuses 

- 

90 519 

Contributions to UIF, Medical and Pension Funds 

- 

3 968 


721 992 

731 159 

Manager: Corporate Services 

Annual Remuneration 

520 917 

464 906 

Car Allowance 

144 726 

127 652 

Performance Bonuses 

- 

30 173 

Contributions to UIF, Medical and Pension Funds 

50 790 

44 114 

Flousing subsidy 

5 559 

- 


721 992 

666 845 

Manager: Fleaith Services 

Annual Remuneration 

519 329 

464 134 

Car Allowance 

195 660 

172 538 

Performance Bonuses 

- 

90 519 

Flousing subsidy 

7 003 

- 


721 992 

727 191 

Manager: Water Services 

Annual Remuneration 

543 128 

476 781 

Car Allowance 

181 665 

160 184 

Performance Bonuses 

- 

93 185 

Contributions to UIF, Medical and Pension Funds 

18 403 

18 403 


743 196 

748 553 
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23. Remuneration of councillors 


Executive Major 

399 686 

386 919 

Deputy Executive Mayor 

448 506 

403 805 

Mayoral Committee Members 

696 663 

628 750 

Speaker 

447 136 

402 562 

Councillors 

1 427 985 

1 369 003 


3 419 976 

3 191 039 


In-kind benefits 

The Mayor, Deputy Mayor, Speaker and Executive Committee Members are full-time. Each is provided with an office and 
secretarial support at the cost of the Council. 

The Mayor have the use of a Council owned vehicles for official duties. 

The Mayor has three full-time bodyguards. 

24. Debt impairment 


Contributions to bad-debt provision 

61 874 987 

71 456 489 

Bad debts written off 

30 083 

3 284 


61 905 070 

71 459 773 

25. Finance costs 

Non-current borrowings 

2 566 428 

3 153 467 

Finance leases 

386 755 

245 765 

Bank 

175 519 

429 807 


3 128 702 

3 829 039 

26. Bulk purchases 

Water 

2 454 919 

2 369 385 

27. Depreciation and amortisation 

Property, plant and equipment 

26 089 130 

25 180 690 
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28. General expenses 

Advertising 

569 546 

133 336 

Assessment rates & municipal charges 

- 

146 907 

Auditors remuneration 

835 999 

648 307 

Bank charges 

498 151 

298 169 

Cleaning 

366 403 

336 346 

Computer expenses 

484 003 

629 541 

Consulting and professional fees 

275 631 

374 881 

Consumables 

7 877 

9 908 

Entertainment 

713 632 

684 269 

Hire 

7 160 958 

3 613 049 

Insurance 

1 238 100 

1 069 152 

Conferences and seminars 

19 633 

31 651 

Lease rentals on operating lease 

2 265 026 

1 918 076 

Magazines, books and periodicals 

7 669 

6 344 

Motor vehicle expenses 

136 171 

108 205 

Fuel and oil 

3 400 004 

3 527 875 

Postage and courier 

7 777 

8 975 

Printing and stationery 

695 047 

837 962 

Promotions 

856 577 

766 423 

Protective clothing 

258 447 

493 816 

Security (Guarding of municipal property) 

254 595 

205 861 

Stock loss\Adjustment 

22 413 

- 

Subscriptions and membership fees 

1 053 

303 967 

Telephone and fax 

2 724 346 

2 419 408 

Training 

53 333 

150 

Assets expensed 

1 445 262 

1 080 400 

Electricity 

18 879 391 

11 463 735 

Water 

270 593 

227 657 

Water tankering 

28 410 496 

16 951 246 

Cost of sales 

(460 601) 

(503 798) 

Audit committee 

44 056 

- 

Chemicals 

1 1 248 384 

7 557 380 

Other expenses 

132 828 783 

107 870 768 


215 518 755 

163 219 966 

29. Cash generated from operations 

Deficit before taxation 

(64 299 237) 

(104 335 377) 

Adjustments for: 

Depreciation and amortisation 

26 089 130 

25 180 690 

Deficit on sale of assets 

78 262 

20 851 341 

Deficit on sale of non-current assets and disposal groups 

2 511 689 

- 

Finance costs 

3 128 702 

3 829 039 

Impairment deficit 

5 258 717 

585 085 

Movements in operating lease assets and accruals 

48 208 

234 816 

Movements in retirement benefit assets and liabilities 

(2 511 689) 

(10 938 261) 

Capital under construction 

(53 230 387) 

(32 326 161) 

Other payables from non-exchange transaction 

12 606 707 

1 679 916 

Change in accounting policy 

66 301 817 

51 166 842 

Prior year adjustments 

(5 545 246) 

- 

Correction of prior period error 

(90 417) 

870 314 

Changes in working capitai: 

Inventories 

(174 074) 

180 681 

Trade and other receivables from exchange transactions 

(4 653 382) 

7 098 614 

Consumer debtors 

(17 588 176) 

25 234 771 

Prepayments 

(80 528) 

(144 755) 

Trade and other payables from exchange transactions 

37 409 867 

11 827 295 
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29. Cash generated from operations (continued) 

VAT 

Unspent conditional grants and receipts 


9 408 960 (1 959 523) 

(10 590 755) 14 303 625 

4 078 168 13 338 952 


30. Commitments 
Authorised capitai expenditure 

The municipality currently have not committed any capital expenditure. 

Operating ieases - as iessee (expense) 

Minimum iease payments due 

- within one year 2 266 718 2 070 381 

- in second to fifth year inclusive 3 976 852 3 976 852 

6 243 570 6 047 233 


Operating lease payments represent rentals payable by the municipality for certain of its office properties. Leases are 
negotiated for an average term of four years. No contingent rent is payable. 

31. Contingencies 

Ciaim Dispute - D. Kistadu 20 000 20 000 

A fire hydrant manhole cover was removed from the road. The claimant damaged his motor cycle when he drove over the 
exposed fire hydrant. Both the Emnambithi Local Municipality and uThukela District Municipality have being summoned to 
identify which municipality is liable. 

Claim dispute - uMtshezi Crisis Committee - 500 000 

uMtshezi crisis committee has taken the municipality to the high court disputing the water tariffs. 

Claim dispute - L. Rugnath 91 158 91 158 

The municipality had disconnected the water supply to a school for non-payment. However the claimant maintained the 
account was paid in full. The claimant is suing the council for illegal disconnection. 

Claim dispute - Aon South African (Pty) Ltd 90 000 90 000 

Aon lodged an appeal against the tender process and procurement of the appointment of Indwe Risk Services as the 
brokers for the Council's insurance portfolio. 

Leave Dispute - M. Molakwane - 600 000 

The Official resigned and did not serve his notice period. When the municipality made its final payment to the official, a 
deduction was made from his salary for the days not worked. The official is claiming payment for these days. This have 
being finalised and the subsequent appeal was dismissed. 

Claim dispute - Telkom 43 000 15 000 

Telkom lodged a claim against Council for damages caused to telkom cables in Main Road C section Ezakheni during 
repairs done to burst water pipes. 

Claim dispute - Telkom 20 000 15 000 

Telkom lodged a claim against Council for damages caused to telkom cables in Pendy Street, Ladysmith during repairs 
done to burst water pipes. 
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31. Contingencies (continued) 

Ciaim dispute - M.E. Ndiovu 150 000 150 000 

A child had been injured whilst playing on a windmill in the Thawa area. The claimant is suing the Council for injuries 
sustained. A settle of R150 000. agreed between the insurance company and the municipal lawyers, has been offered as 
settlement. The Council's insurers subsequently indicated that the matter must be decided in court and there should be no 
further negotiations. The matter is accordingly proceeded to Court. 

NURCHA 270 000 - 


The municipality is being sued for monies payable in terms of a cession agreement. 

AQUAMANZi 621 000 


Municipality is being sued for work done. 

J. Potgieter 7 000 

Municipality is being sued for damage to a wall during a repair to a burst pipe. 

J vd Merwe 4 000 000 


uThukela District Municipality and Enambithi Local Municipality is being sued for a reservoir that was constructed on the 
plaintiffs land. 

Emnambithi/Ladysmith Municipality 1 358 914 - 

Emnambithi/Ladysmith Municipality is responsible for the refurbishment of roads. They have however billed uThukela DM 
for the refurbishment of roads in cases were uThukela DM had to dig up the road to replace burst water pipes. This matter 
is still under dispute and has to be resolved between the District and the Local Municipality. 

32. Comparative figures 

Certain comparative figures have been reclassified. The nature and reason for the reclassification is disclosed. Where 
accounting errors have been identified in the current year, the correction is made retrospectively as far as is practicable, 
and the prior year comparatives are restated accordingly. Where there has been a change in accounting policy in the 
current year, the adjustment is made retrospectively as far as is practicable, and the prior year comparatives are restated 
accordingly. 

33. Prior period errors 

During the physical verification of Property, plant and Equipment, assets were identified that was not previously included in 
the asset register. The asset register was subsequently updated to include these asset. Stock adjustments was incorrectly 
disclosed in trade and other receivables from non-exchange transaction. 

The correction of the error(s) results in adjustments as follows: 

Statement of financial position 

Trade and other receivables from exchange transactions 
PPE 

Opening retained earnings 

34. Water losses 

Water losses 16 282 872 


The above attributes to among other things, water loss during pipe bursts, unidentified leaks, thief of water meters, non- 
metered areas like Ezakheni and unidentified illegal connections. 


(90 417) 

870 314 

90 417 (870 314) 
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35. Risk management 
Liquidity risk 

The municipality’s risk to liquidity is a result of the funds available to cover future commitments. The municipality manages 
liquidity risk through an ongoing review of future commitments and credit facilities. 

Cash flow forecasts are prepared and adequate utilised borrowing facilities are monitored. 

interest rate risk 

The municipality’s interest rate risk arises from long-term borrowings. Borrowings issued at variable rates expose the group 
to cash flow interest rate risk. Borrowings issued at fixed rates expose the municipality to fair value interest rate risk. 

Credit risk 

Credit risk consists mainly of cash deposits, cash equivalents, derivative financial instruments and trade debtors. The 
municipality only deposits cash with major banks with high quality credit standing and limits exposure to any one counter- 
party. 

Trade receivables comprise a widespread customer base. Management evaluated credit risk relating to customers on an 
ongoing basis. The municipality is going to independently rate their customers. Otherwise, if there is no independent rating, 
risk control assesses the credit quality of the customer, taking into account its financial position, past experience and other 
factors. Individual risk limits are set based on internal or external ratings in accordance with limits set by the board. The 
utilisation of credit limits is regularly monitored. 

36. Going concern 

We draw attention to the fact that at 30 June 2009, the municipality had accumulated Surplus of R 480 583 753 and that the 
municipality's total assets exceed its liabilities by R 480 583 753. 

The annual financial statements have been prepared on the basis of accounting policies applicable to a going concern. This 
basis presumes that funds will be available to finance future operations and that the realisation of assets and settlement of 
liabilities, contingent obligations and commitments will occur in the ordinary course of business. 

The municipality is experiencing cash flow difficulties due to none payment of services, high rate of unemployment poor 
decision around demarcations process, inherent DBSA loans etc. The above adds to difficulties in relation to the working 
capital of the municipality. Consequently at times drawing grants for operational employment. The above is satisfied by the 
turnaround strategy employed and vigorous credit control activities. 

37. Events after the reporting date 

There is no matters or events arising after year end. 

38. Unauthorised expenditure 


Bulk Purchases 2 454 91 9 2 369 385 


The unauthorised expenditure relates to raw water purchased from DWAF. The municipality is currently engage in 
discussions with DWAF to identify the settlement amount due by the municipality. The liability as at the end of June 2009, 
amounts to R 8 503 483 (included in Trade and other payables from exchange transaction). 

39. Fruitiess and wastefui expenditure 


Eskom 61 516 20 546 

KZN Joint municipal pension 6 434 

DWAF - 352 548 

Compu Supplies - 3 632 

67 950 376 726 
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39. Fruitless and wasteful expenditure (continued) 

Eskom accounts are paid in bulk on a monthly basis via EFT. The invoices have different due dates therefore penalty 
interest is raised on some for late payment. Management is currently negotiating with Eskom to have the same due dates 
for all invoices. 

KZN joint municipal pension fund was paid late. Therefore penalty interest is raised on these late late payment. 

The Department of Water Affairs and Forestry has raised interest on the District's accounts for non payment of raw water 
purchases. Management is in the process of reconciling the account and negotiating with DWAF regarding the write off of 
the interest raised. 


Compu Supplies instituted legal action against the council for the late payment of outstanding invoices. 

40. Additional disclosure in terms of Municipal Finance Management Act 
Contributions to organised local government 


Current year subscription / fee 

38 209 

36 027 

Amount paid - current year 

(38 209) 

(36 027) 


- 

- 

Audit fees 



Opening balance 

565 121 

850 000 

Current year subscription / fee 

836 000 

500 000 

Amount paid - current year 

(324 068) 

- 

Amount paid - previous years 

(565 121) 

(784 879) 


511 932 

565 121 

PAYE and UIF 



Opening balance 

720 675 

505 484 

Current year subscription / fee 

8 500 058 

9 047 258 

Amount paid - current year 

(8 500 058) 

(8 326 583) 

Amount paid - previous years 

(720 675) 

(505 484) 


- 

720 675 

The balance represents PAYE and UIF deducted from the June 2008 payroll. 

These amounts were paid in July 2008. 

Pension and Medical Aid Deductions 



Opening balance 

_ 

826 141 

Current year subscription / fee 

11 092 351 

10 174 109 

Amount paid - current year 

(11 092 351) 

(10 174 109) 

Amount paid - previous years 

- 

(826 141) 


- 

- 

VAT 



VAT receivable 

_ 

851 123 

VAT payable 

8 557 837 

- 


8 557 837 

851 123 


VAT output payables and VAT input receivables are shown in note . 
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40. Additional disclosure in terms of Municipal Finance Management Act (continued) 

All VAT returns have been submitted by the due date throughout the year. 

41 . Actual operating expenditure versus budgeted operating expenditure 

Refer to Appendix E(1 ) for the comparison of actual operating expenditure versus budgeted expenditure. 

42. Actual capital expenditure versus budgeted capital expenditure 

Refer to Appendix E(2) for the comparison of actual capital expenditure versus budgeted expenditure. 

43. New standards and interpretations 

43.1 Standards and interpretations effective and adopted in the current year 

In the current year, the municipality has adopted the following standards and interpretations that are effective for the current 
financial year and that are relevant to its operations: 

IFRS 7 (AC 144) Financial Instruments: Disclosures 

IFRS 7 introduces new disclosures relating to financial instruments and does not have any impact on the classification and 
valuation of the municipality's financial instruments. 

The effective date of the standard is for years beginning on or after 01 July 2008. 

The municipality has adopted the standard for the first time in the 2009 annual financial statements. 

The impact of the standard is set out in note 2 Changes in Accounting Policy. 

IAS 32 (AC 125) Financial Instruments: Presentation and IAS 1 (AC 101) Presentation of Financial Statements 
Amendment: Puttable Financial Instruments and obligations Arising on Liquidation 

The revision requires that certain puttable financial instruments and other instruments that impose on the entity an 
obligation to deliver a pro rata share of the net assets of the entity on liquidation should be classified as equity if certain 
conditions are met. Any classifications of such items are to be disclosed in the financial statements, together with 
information concerning the entity’s objectives and policies with regards to managing such obligations. 

The effective date of the standard is for years beginning on or after 01 July 2008. 

The municipality has adopted the standard for the first time in the 2009 annual financial statements. 

The impact of the standard is set out in note 2 Changes in Accounting Policy. 

IAS 36 (AC 128) Impairment of Assets: Consequential amendments 

Under certain circumstances, a dividend received from a subsidiary, associate or joint venture could be an indicator of 
impairment. This occurs when: 

• Carrying amount of investment in separate financial statements is greater than carrying amount of investee’s net 
assets including goodwill in consolidated financial statements or 

• Dividend exceeds total comprehensive income of investee in period dividend is declared. 

The effective date of the amendment is for years beginning on or after 01 July 2008. 

The municipality has adopted the amendment for the first time in the 2009 annual financial statements. 

The impact of the amendment is set out in note 2 Changes in Accounting Policy. 

IAS 39 (AC 133) Financial Instruments: Recognition and Measurement - Amendments for eligible hedged items 

The amendment provides clarification on two hedge accounting issues: 
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• Inflation in a financial hedged item and 

• A one sided risk in a hedged item. 

The effective date of the amendment is for years beginning on or after 01 July 2008. 

The municipality has adopted the amendment for the first time in the 2009 annual financial statements. 

The impact of the amendment is set out in note 2 Changes in Accounting Policy. 

Amendment to iAS 39 (AC 133) and iFRS 7 (AC 144): Reciassification of Financiai Assets 

The amendment permits an entity to reclassify certain financial assets out of the fair value through profit or loss category if 
certain stringent conditions are met. It also permits an entity to transfer from the available for sale category to loans and 
receivables under certain circumstances. Additional disclosures are required in the event of any of these reclassifications. 

The effective date of the amendment is for years beginning on or after 01 July 2008. 

The municipality has adopted the amendment for the first time in the 2009 annual financial statements. 

The impact of the amendment is set out in note 2 Changes in Accounting Policy. 

GRAP 4: The Effects of Changes in Foreign Exchange Rates 

The initial application of GRAP 4 will have no impact on the annual financial statements. 

The following Directives also need to be considered: 

Directive 4 - Transitional provisions for medium and low capacity municipalities requires retrospective application of the 
Standard. 

The effective date of the standard is for years beginning on or after 01 July 2008. 

The municipality has adopted the standard for the first time in the 2009 annual financial statements. 

The impact of the standard is set out in note 2 Changes in Accounting Policy. 

GRAP 5: Borrowing Costs 

This Standard allows entities, in the exceptionally rare cases, to expense borrowing costs that are directly attributable to the 
acquisition, construction or production of a qualifying asset. This applies when it is inappropriate to capitalise borrowing 
costs. 

It is inappropriate to capitalise borrowing costs when, and only when, there is clear evidence that it is difficult to link the 
borrowing requirement of an entity directly to the nature of the expenditure to be funded i.e. capital or current. In such 
cases, an entity shall expense those borrowing costs related to a qualifying asset directly to the statement of financial 
performance. 

The following Directives also need to be considered: 

Directive 4 - T ransitional provisions for medium and low capacity municipalities requires only prospective application of the 
Standard and only will apply to borrowing costs incurred on qualifying assets where the commencement date for 
capitalisation is on or after the effective date of the Standard. 

The effective date of the standard is for years beginning on or after 01 July 2008. 

The municipality has adopted the standard for the first time in the 2009 annual financial statements. 

The impact of the standard is set out in note 2 Changes in Accounting Policy. 

GRAP 6: Consoiidated and Separate Financiai Statements 

GRAP 6 includes specific guidance on whether control exists and on power conditions to determine whether control exits in 
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a public sector context - public sector entities need to consider impact of this guidance to determine whether an investment 
should be accounted for in accordance with GRAP 6. 

GRAP 6 includes specific guidance and explanatory material on the accounting of special purpose entities adopted from 
SIC 1 2 - SA specific public sector amendment. Public sector entities need to consider impact of this guidance to determine 
whether an investment should be accounted for in accordance with GRAP 6. 

The initial application of GRAP 6 will have no impact on the annual financial statements. 

The following Directives also need to be considered: 

Directive 4 - T ransitional provisions for medium and low capacity municipalities requires retrospective application of the 
Standard for separate annual financial statements. For consolidated annual financial statements the result of initially 
adopting the Standard shall be recognised in the economic entity as an adjustment to the opening balance of accumulated 
surplus or deficit and comparative information need not be restated for the economic entity. 

The effective date of the standard is for years beginning on or after 01 July 2008. 

The municipality has adopted the standard for the first time in the 2009 annual financial statements. 

The impact of the standard is set out in note 2 Changes in Accounting Policy. 

GRAP 7: Investments in Associates 

An associate is an entity in which the investor has significant influence and which is neither a controlled entity nor a joint 
venture of the investor. 

Significant influence is the power to participate in the financial and operating policy decisions of the investee, but is not 
control over those policies. The investor must exercise judgement in the context of all available information to determine if it 
has significant influence over an investee. 

An investor accounts for investments in associates in the consolidated annual financial statements using the equity method. 
The initial application of GRAP 7 will have no impact on the annual financial statements. 

The following Directives also need to be considered: 

Directive 4 - T ransitional provisions for medium and low capacity municipalities requires retrospective application of the 
Standard for separate annual financial statements. Any adjustments required to annual financial statements as a result of 
initially applying the equity method shall be recognised as an adjustment to the opening balance of accumulated surplus or 
deficit of the period in which the Standard is adopted. Comparative information need not be restated in these annual 
financial statements. 

The effective date of the standard is for years beginning on or after 01 July 2008. 

The municipality has adopted the standard for the first time in the 2009 annual financial statements. 

The impact of the standard is set out in note 2 Changes in Accounting Policy. 

GRAP 8: interests in Joint Ventures 

GRAP 8 uses a different definition for joint venture and joint control - contractual arrangement has been replaced by 
binding arrangement (public sector amendment) - public entities need to review current arrangements to determine 
whether they fall within the scope of GRAP 8 as a result of the public sector amendment. 

Applying the definition of joint control as defined in this Standard may result in the identification of other entities that are 
also jointly controlled ventures in addition to those identified by complying with applicable legislation. 

GRAP 8 incorporates guidance adopted from SIC13 on Non-monetary Contributions by ventures issued by the lASB i.e. 
provisions for accounting for non-monetary contributions to a jointly controlled entity in exchange for an equity interest in the 
jointly controlled entity that is accounted for using either the equity method or proportionate consolidation. (Par.57-62). 
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The following Directives also need to be considered: 

Directive 4 - T ransitional provisions for medium and low capacity municipalities requires retrospective application of the 
Standard for separate annual financial statements. Any adjustments required to annual financial statements as a result of 
initially applying the equity or proportionate consolidation method shall be recognised as an adjustment to the opening 
balance of accumulated surplus or deficit of the period in which the Standard is adopted. Comparative information need not 
be restated in these annual financial statements. 

The effective date of the standard is for years beginning on or after 01 July 2008. 

The municipality has adopted the standard for the first time in the 2009 annual financial statements. 

The impact of the standard is set out in note 2 Changes in Accounting Policy. 

GRAP 9: Revenue from Exchange Transactions 

The definition of revenue in terms of GRAP 9 incorporates the concept of service potential. Revenue is the gross inflow of 
economic benefits or service potential when those inflows result in an increase in net assets, other than increases relating 
to contributions from owners. 

Entities may derive revenue from exchange or non-exchange transactions. 

An exchange transaction is one in which the entity receives resources or has liabilities extinguished, and directly gives 
approximately equal value to the other party in exchange. 

Non-exchange revenue transaction is a transaction where an entity receives value from another entity without directly giving 
approximately equal value in exchange. 

An entity recognises revenue when it is probable that economic benefits or service potential will flow to the entity, and the 
entity can measure the benefits reliably. 

GRAP 9 clarifies that this Standard only applies to revenue from exchange transactions. 

Other than terminology difference, no affect on initial adoption of Standard on GRAP 9. 

The following Directives also need to be considered: 

Directive 4 - T ransitional provisions for medium and low capacity municipalities requires retrospective application of the 
Standard. 

The effective date of the standard is for years beginning on or after 01 July 2008. 

The municipality has adopted the standard for the first time in the 2009 annual financial statements. 

The impact of the standard is set out in note 2 Changes in Accounting Policy. 

GRAP 10: Financiai Reporting in Hyperinfiationary Economies 

GRAP 10 includes additional guidance as adopted from Financial Reporting in Hyperinflationary Economies (IFRIC 7) on 
Applying the Restatement Approach. 

The initial application of GRAP 4 will have no impact on the annual financial statements. 

The effective date of the standard is for years beginning on or after 01 July 2008. 

The municipality has adopted the standard for the first time in the 2009 annual financial statements. 

The impact of the standard is set out in note 2 Changes in Accounting Policy. 

GRAP 11: Construction Contracts 
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The definition for “construction contract” was expanded by including a binding arrangement that do not take the form of a 
legal contract within the scope of the Standard. 

Definition for “cost plus or cost based contract” has been expanded to include commercially-based contract. 

The scope has been expanded to include cost based and non-commercial contracts. 

Public entities need to review contracts to determine whether they fall within the scope of the Standard based on the above 
changes. 

GRAP 1 1 incorporates the concept of service potential in the condition to determine whether the outcome of a construction 
contract can be estimated reliably. The requirement to recognise an expected deficit on a contract immediately when it 
becomes probable that contract costs will exceed total contract revenue applies only to contracts in which it is intended at 
the inception of the contract that contract costs are to be fully recovered from the parties to that contract (par.47). 

Other than the above requirements, there is no other affect on initial adoption of GRAP 1 1 . 

The following Directives also need to be considered: 

Directive 4 - T ransitional provisions for medium and low capacity municipalities requires retrospect application of the 
Standard. 

The effective date of the standard is for years beginning on or after 01 July 2008. 

The municipality has adopted the standard for the first time in the 2009 annual financial statements. 

The impact of the standard is set out in note 2 Changes in Accounting Policy. 

GRAP 12: inventories 

GRAP 1 2 includes the definition of current replacement costs as the cost the entity would incur to acquire the asset on the 
reporting date. GRAP 12 also includes the principal of service potential associated with the item that will flow to the entity as 
part of recognition criteria for inventories as well as the concept of goods purchased or produced for distribution at no 
charge or for a nominal consideration, which is specific to the public sector. 

Initial measurement is required at cost (an exchange transaction) and where inventories are acquired at no cost or nominal 
consideration (non-exchange transaction), their cost shall be their fair value at acquisition date. 

Subsequent measurement shall be at lower of cost and net realisable value except if inventories are held for: 

• distribution at no charge or for a nominal charge, or 

• consumption in the production process of goods to be distributed at no charge or for a nominal charge. 

If the above applies then subsequent measurement shall be at the lower of cost or current replacement cost. 

The retail method of measurement of cost is excluded from GRAP 12. 

Directive 4 - T ransitional provisions for medium and low capacity municipalities requires retrospective application of the 
Standard. However, entities are not required to measure inventories in accordance with the requirements of the Standard 
for reporting periods beginning on or after a date within three years following the date of initial adoption of the Standard. 

The effective date of the standard is for years beginning on or after 01 July 2008. 

The municipality has adopted the standard for the first time in the 2009 annual financial statements. 

The impact of the standard is set out in note 2 Changes in Accounting Policy. 

GRAP 13: Leases 

GRAP 13 incorporates additional guidance on the concept of substance and legal form of a transaction, to illustrate the 
difference between lease and other contracts and on operating lease incentives. 
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In certain circumstances, legislation may prohibit the entering into certain types of lease agreements. If the entity has 
contravened these legislative requirements, the entity is still required to apply the requirements of GRAP 13. 

Other than the abovementioned requirements, there is no other impact on the initial adoption of GRAP13. 

The following Directives also need to be considered: 

Directive 4 - T ransitional provisions for medium and low capacity municipalities requires retrospective application of the 
Standard. Where items have not been recognised as a result of transitional provisions under the Standard of GRAP on 
Property, Plant and Equipment or the Standard of GRAP on Agriculture, the recognition requirements of the Standard would 
not apply to such items until the transitional provision in that Standard expires. 

The effective date of the standard is for years beginning on or after 01 July 2008. 

The municipality has adopted the standard for the first time in the 2009 annual financial statements. 

The impact of the standard is set out in note 2 Changes in Accounting Policy. 

GRAP 14: Events after the reporting date 

An event, which could be favourable or unfavourable, that occurs between the reporting date and the date the annual 
financial statements are authorised for issue. 

GRAP 14 requires the date of authorisation for issue is the date on which the annual financial statements have received 
approval from management to be issued to the executive authority or municipal council. 

Two types of events can be identified: 

• those that provide evidence of conditions that existed at the reporting date (adjusting events after the reporting 
date); and 

• those that are indicative of conditions that arose after the reporting date (non-adjusting events after the reporting 
date). 

An entity shall adjust the amounts recognised in its annual financial statements to reflect adjusting events after the reporting 
date. 

An entity shall not adjust the amounts recognised in its annual financial statements to reflect non-adjusting events after the 
reporting date. 

The effective date of the standard is for years beginning on or after 01 July 2008. 

The municipality has adopted the standard for the first time in the 2009 annual financial statements. 

The impact of the standard is set out in note 2 Changes in Accounting Policy. 

GRAP 16: Investment Property 

Investment property includes property held to earn rentals and/or for capital appreciation, rather than held to meet service 
delivery objectives, the production or supply of goods or services, or the sale of an asset in the ordinary course of an 
entity’s operations. 

GRAP 16 states that the use of property to provide housing as a social service does not qualify as investment property even 
though rentals are earned. 

At initial recognition, investment property is measured at cost including transaction costs. However, where an entity 
acquires investment property through a non-exchange transaction (i.e. where it acquired the investment property for no or a 
nominal value), its cost is its fair value as at the date of acquisition. 

The cost of self-constructed investment property is the cost at date of completion. 

After initial recognition, entities can carry investment property at either the fair value (fair value model) or cost less 
accumulated depreciation and accumulated impairment (cost model). 
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An entity is required to disclose the fair value of investment property if the cost model is used. When an entity carries 
investment properties at fair value, the fair value needs to be determined at every reporting date. Gains or losses arising 
from changes in fair value are included in surplus or deficit for the period in which they arise. 

The following Directives also need to be considered: 

Directive 4 - Transitional provisions for medium and low capacity municipalities requires retrospective application of the 
Standard. However, entities are not required to measure investment properties in accordance with the requirements of the 
Standard for reporting periods beginning on or after a date within three years following the date of initial adoption of the 
Standard. 

The effective date of the standard is for years beginning on or after 01 July 2008. 

The municipality has adopted the standard for the first time in the 2009 annual financial statements. 

The impact of the standard is set out in note 2 Changes in Accounting Policy. 

GRAP 17: Property, Piantand Equipment 

GRAP 17 does not require or prohibit the recognition of heritage assets but if an entity recognises heritage assets the entity 
needs to comply with GRAP 17 disclosure requirements. 

Additional commentary has been included in to clarify the applicability of infrastructure assets to be recognised in terms of 
GRAP17. 

Where an entity acquires an asset through a non-exchange transaction, i.e. for a nominal or no consideration, its cost is its 
fair value as at the date of acquisition. 

The disclosure requirement for temporarily idle, fully depreciated property, plant and equipment and for property, plant and 
equipment that are retired from active use is required in GRAP 17 whereas IAS 16 only encourages this disclosure. 

The following Directives also need to be considered: 

Directive 4 - T ransitional provisions for medium and low capacity municipalities requires retrospective application of the 
Standard. However, entities that applied the transitional provisions in the Standard of GAMAP on Property, Plant and 
Equipment may continue to take advantage of those transitional provisions until they expire. Entities are also not required to 
measure classes of Property, Plant and Equipment in accordance with the requirements of the Standard for reporting 
periods beginning on or after a date within three years following the date of initial adoption of the Standard. 

The effective date of the standard is for years beginning on or after 01 July 2008. 

The municipality has adopted the standard for the first time in the 2009 annual financial statements. 

The impact of the standard is set out in note 2 Changes in Accounting Policy. 

GRAP 19: Provisions, Contingent Liabiiities and Contingent Assets 

GRAP 19 exclude from its scope those provisions and contingent liabilities arising from social benefits for which it does not 
receive consideration that is approximately equal to the value of goods and services provided directly in return from the 
recipients of those benefits. 

For the purpose of GRAP 1 9, social benefits refers to goods, services and other benefits provided in the pursuit of the 
social policy objective of a government. This Standard includes guidance on the accounting of these social benefits. 

Outflow of resources embodying service potential also needs to be considered in when assessing if a present obligation 
that arises from past events exists or not. 

The Standard includes accounting for obligations to make additional contributions to a fund. This is similar to the 
requirements of IFRIC5 (AC438). 

It further includes the accounting for the changes in existing decommissioning, restoration and similar liabilities. This is 


44 





uThukela District Municipaiity 

Annual Financial Statements for the year ended 30 June 2009 

Notes to the Annuai Financiai Statements 


43. New standards and interpretations (continued) 

similar to the requirements of IFRIC1 (AC434). 

GRAP 1 9 give specific guidance regarding restructuring by way of transfers that will take place under a government 
directive and will not involve binding agreements. An obligation exists only when there is a binding transfer agreement. 

Additional disclosure for each class of provision regarding reductions in the carrying amounts of provisions that result from 
payments or other outflows of economic benefits or service potential made during the reporting period and reductions in the 
carrying amounts of provisions resulting from remeasurement of the estimated future outflow of economic benefits or 
service potential, or from settlement of the provisions without cost to the entity. 

If an external valuation is use to measure a provision the information relating to the valuation can usefully be disclosed. 

Directive 4 - T ransitional provisions for medium and low capacity municipalities requires retrospective application of the 
Standard. Flowever, where items have not been recognised as a result of transitional provisions under the Standard on 
Property, Plant and Equipment, the recognition requirements of the Standard on Provisions, Contingent Liabilities and 
Contingent Assets would not apply to such items until the transitional provisions in that Standard expire. 

The effective date of the standard is for years beginning on or after 01 July 2008. 

The municipality has adopted the standard for the first time in the 2009 annual financial statements. 

The impact of the standard is set out in note 2 Changes in Accounting Policy. 

GRAP 100: Non-current Assets Heid for Saie and Discontinued Operations 

GRAP 100 includes in its scope the reference to non-cash generating assets. It further includes definitions relevant to the 
understanding of the Standard e.g. “Non-cash-generating assets” are assets other than cash-generating assets and “value 
in use of a non-cash-generating asset” is the present value of the asset’s remaining service potential. 

GRAP 1 00 excludes from the description of a discontinued operation reference to a subsidiary acquired exclusively with a 
view to resale. 

Directive 4 - T ransitional provisions for medium and low capacity municipalities requires prospective application of the 
Standard. Flowever, the Standard would not apply to those items that have not been recognised as a result of the 
transitional provisions under the Standards of GRAP on Inventories, Investment Property, Property, Plant and Equipment, 
Agriculture and Intangible Assets until the transitional provision in that Standard expires. 

The effective date of the standard is for years beginning on or after 01 July 2008. 

The municipality has adopted the standard for the first time in the 2009 annual financial statements. 

The impact of the standard is set out in note 2 Changes in Accounting Policy. 

GRAP 101: Agricuiture 

GRAP 101 excludes guidance on accounting for non-exchange revenue from government grants related to a biological 
asset as GRAP 23 on Revenue from Non-Exchange Transactions will provide such guidance. 

Recognition requirement includes the concept of the probable flow of service potential. 

Biological assets acquired at no or for a nominal value shall be measured on initial recognition and at each reporting date at 
its fair value less estimated point-of-sale costs. 

Additional disclosure is required of biological assets for which the entity’s use or capacity to sell is subject to restrictions 
imposed by regulations that have a significant impact on their total fair value less estimated point-of-sale costs. 

In the reconciliation of changes in the carrying amount of biological assets between the beginning and the end of the 
current period it is also required to disclose increases or decreases due to transfers. 

The following Directives also need to be considered: 

Directive 4 - Transitional provisions for medium and low capacity requires any adjustments required to the previous carrying 
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amounts of assets and net assets shall be recognised as an adjustment to the opening balance of accumulated surplus or 
deficit in the period that the Standard is initially adopted. Comparative information is not required to be restated. Entities are 
not required to recognise biological assets and/or agricultural produce for reporting periods beginning on or after a date 
within three years following the date of initial adoption of this Standard. 

The effective date of the standard is for years beginning on or after 01 July 2008. 

The municipality has adopted the standard for the first time in the 2009 annual financial statements. 

The impact of the standard is set out in note 2 Changes in Accounting Policy. 

GRAP 102: intangibie Assets 

GRAP 102 excludes guidance on accounting for intangible assets acquired as part of an entity combination and in-process 
research and development costs acquired in an entity combination. 

Recognition requirement includes the concept of the probable flow of service potential. 

GRAP 102 distinguishes between impairment loss of cash generating and non-cash-generating assets. 

Intangible assets acquired at no or for a nominal cost shall be measured on acquisition date at its fair value. 

In GRAP 102 the identifiability criterion in the definition of an intangible asset has been expanded to include contractual 
rights arising from binding arrangements, and to exclude rights granted by statute. 

Additional guidance included in GRAP 102 to explain that distinction should be made between assets associated with the 
item of property, plant and equipment and the intangible asset. 

Guidance on web site costs has been included in GRAP 102 from SIC Interpretation 32 Intangible Assets - Web Site Costs. 

Guidance on intangible assets that may be acquired in exchange for non-monetary assets, where the exchange transaction 
lacks commercial substance has not been included in GRAP 102 as guidance to be included in GRAP 23. 

GRAP 102 does not state “gains shall not be classified as revenue” as GRAP term “income” has a broader meaning than 
the term “revenue”. 

Directive 4 - Transitional provisions for medium and low capacity requires retrospective application of the Standard. Where 
entities have, on initial adoption of the Standard, accumulated and retained sufficient information about costs and the future 
economic benefits or service potential related to intangible assets that may have been expensed previously, those 
intangible assets should be recognised in accordance with the Standard. Entities are not required to measure intangible 
assets for reporting periods beginning on or after a date within three years following the date of initial adoption of the 
Standard of GRAP on Intangible Assets. 

The effective date of the standard is for years beginning on or after 01 July 2008. 

The municipality has adopted the standard for the first time in the 2009 annual financial statements. 

The impact of the standard is set out in note 2 Changes in Accounting Policy. 

iPSAS 21: Impairment of Non Cash-Generating Assets 

The method of measurement of value in use of a non-cash-generating asset under this Standard is different to that applied 
to a cash generating asset. 

Asset should be measured by reference to the present value of the remaining service potential of the asset. 

Determining value in use (present value of remaining service potential) of a non-cash-generating asset, may be the 
depreciated replacement cost approach, restoration cost approach and service units approach. 

This Standard does not require entities to apply an impairment test to property, plant and equipment carried at revalued 
amounts. 
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This Standard does not include a decrease in market value significantly greater than would be expected as a result of the 
passage of time or normal use as a minimum indication of impairment. This indication is included as an additional indication 
that impairment may exist. 

The effective date of the standard is for years beginning on or after 01 July 2008. 

The municipality has adopted the standard for the first time in the 2009 annual financial statements. 

The impact of the standard is set out in note 2 Changes in Accounting Policy. 

iPSAS 20: Reiated Party Disciosure 

IPSAS 20 specifically excludes any consideration provided to key management personnel solely as a reimbursement for 
expenditure incurred by those individuals for the benefit of the reporting entity. 

The effective date of the standard is for years beginning on or after 01 July 2008. 

The municipality has adopted the standard for the first time in the 2009 annual financial statements. 

The impact of the standard is set out in note 2 Changes in Accounting Policy. 

43.2 Standards and interpretations not yet effective or reievant 

The following standards and interpretations have been published and are mandatory for the municipality’s accounting 
periods beginning on or after 01 July 2009 or later periods but are not relevant to its operations: 

GRAP 23: Revenue from Non-exchange Transactions 

Revenue from non-exchange transactions arises when an entity receives value from another entity without directly giving 
approximately equal value in exchange. An asset acquired through a non-exchange transaction shall initially be measured 
at its fair value as at the date of acquisition. 

This revenue will be measured at the amount of increase in net assets recognised by the entity. 

An inflow of resources from a non-exchange transaction recognised as an asset shall be recognised as revenue, except to 
the extent that a liability is recognised for the same inflow. As an entity satisfies a present obligation recognised as a liability 
in respect of an inflow of resources from a non-exchange transaction recognised as an asset, it will reduce the carrying 
amount of the liability recognised as recognise an amount equal to that reduction. 

This Standard has been approved by the Board but its effective date has not yet been determined by the Minister of 
Finance. The effective date indicated is a provisional date and could change depending on the decision of the Minister of 
Finance. 

The effective date of the standard is for years beginning on or after 01 April 2010. 

The municipality does not envisage the adoption of the standard until such time as it becomes applicable to the 
municipality's operations. 

It is unlikely that the standard will have a material impact on the municipality's annual financial statements. 

GRAP 24: Presentation of Budget information in the Financiai Statements 

Subject to the requirements of paragraph . 1 9, an entity shall present a comparison of the budget amounts for which it is 
held publicly accountable and actual amounts either as a separate additional financial statement or as additional budget 
columns in the financial statements currently presented in accordance with Standards of GRAP. The comparison of budget 
and actual amounts shall present separately for each level of legislative oversight: 

• the approved and final budget amounts; 

• the actual amounts on a comparable basis; and 

• by way of note disclosure, an explanation of material differences between the budget for which the entity is held 
publicly accountable and actual amounts, unless such explanation is included in other public documents issued 
in conjunction with the financial statements, and a cross reference to those documents is made in the notes. 
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Where an entity prepares its budget and annual financial statements on a comparable basis, it includes the comparison as 
an additional column in the primary annual financial statements. Where the budget and annual financial statements are not 
prepared on a comparable basis, a separate statement is prepared called the ‘Statement of Comparison of Budget and 
Actual Amounts’. This statement compares the budget amounts with the amounts in the annual financial statements 
adjusted to be comparable to the budget. 

A comparable basis means that the budget and annual financial statements: 

• are prepared using the same basis of accounting i.e. either cash or accrual; 

• include the same activities and entities; 

• use the same classification system; and 

• are prepared for the same period. 

This Standard has been approved by the Board but its effective date has not yet been determined by the Minister of 
Finance. The effective date indicated is a provisional date and could change depending on the decision of the Minister of 
Finance. 

The effective date of the standard is for years beginning on or after 01 April 2010. 

The municipality does not envisage the adoption of the standard until such time as it becomes applicable to the 
municipality's operations. 

It is unlikely that the standard will have a material impact on the municipality's annual financial statements. 
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Appendix A: Schedule of external loans 


49 






APPENDIX A 


GOVERNMENT TEMPLATE: SCHEDULE OF EXTERNAL LOANS AS AT 30 JUNE 2009 


Loan Number Redeemable Balance at 30 Received during Redeemed written Balance at 30 Carrying Value of Other Costs in 

June 2008 the period off during the June 2009 Property, Plant & accordance with 

period Equip the MFMA 

Rand Rand Rand Rand Rand Rand 


LONG-TERM LOANS 


ABSA 

67804584 

10/07/2008 

3 280 

- 

3 280 

- 

- 

- 

ABSA 

67804592 

10/07/2008 

3 280 

- 

3 280 

- 

53 236 

- 

ABSA 

67804606 

10/07/2008 

3 280 

- 

3 280 

- 

53 236 

- 

ABSA 

67804614 

10/07/2008 

3 280 

- 

3 280 

- 

- 

- 

ABSA 

67804622 

10/07/2008 

3 280 

- 

3 280 

- 

- 

- 

ABSA 

67804630 

10/07/2008 

3 280 

- 

3 280 

- 

- 

- 

ABSA 

67804886 

10/07/2008 

3 280 

- 

3 280 

- 

53 236 

- 

ABSA 

72179418 

19/09/2009 

49 587 

- 

39 058 

10 529 

79 680 

- 

ABSA 

72179426 

19/09/2009 

49 587 

- 

39 058 

10 529 

79 680 

- 

ABSA 

72174950 

19/09/2009 

49 587 

- 

39 058 

10 529 

79 680 

- 

ABSA 

72179434 

19/09/2009 

49 587 

- 

39 058 

10 529 

79 680 

- 

ABSA 

72179442 

19/09/2009 

49 587 

- 

39 058 

10 529 

79 680 

- 

ABSA 

70851968 

14/06/2011 

73 241 

- 

21 475 

51 766 

78 020 

- 

ABSA 

70851984 

14/06/2011 

73 241 

- 

21 475 

51 766 

78 020 

- 

ABSA 

70851992 

14/06/2011 

73 241 

- 

21 475 

51 766 

78 020 

- 

ABSA 

70852000 

14/06/2011 

73 241 

- 

21 475 

51 766 

78 020 

- 

ABSA 

70852018 

14/06/2011 

73 241 

- 

21 475 

51 766 

78 020 

- 

ABSA 

70852026 

14/06/2011 

73 242 

- 

21 475 

51 767 

78 020 

- 

ABSA 

70851976 

14/06/2011 

73 242 

- 

21 475 

51 767 

78 020 

- 

ABSA 

76759320 

14/03/2013 

406 820 

- 

67 204 

339 616 

280 993 

- 

ABSA 

77450721 

06/08/2013 

- 

138 584 

16 562 

122 022 

117 796 

- 

ABSA 

77452767 

06/08/2013 

- 

138 584 

16 562 

122 022 

117 796 

- 

ABSA 

77451310 

06/08/2013 

- 

138 584 

16 562 

122 022 

117 796 

- 

ABSA 

77451426 

06/08/2013 

- 

138 584 

16 562 

122 022 

117 796 

- 

ABSA 

77451604 

06/08/2013 

- 

138 584 

16 514 

122 070 

117 796 

- 

ABSA 

77451787 

06/08/2013 

- 

138 584 

16 562 

122 022 

117 796 

- 

ABSA 

77452481 

06/08/2013 

- 

138 584 

16 562 

122 022 

117 796 

- 

ABSA 

77452961 

06/08/2013 

- 

138 585 

16 562 

122 023 

117 796 

- 

ABSA 

77453070 

06/08/2013 

- 

138 585 

16 562 

122 023 

117 796 

- 

ABSA 

77451205 

06/08/2013 

- 

138 585 

16 562 

122 023 

117 796 

- 

ABSA 

77579341 

06/09/2013 

- 

309 300 

33 138 

276 162 

344 441 

- 




1 190 404 

1 695 143 

634 489 

2 251 058 

2 907 642 

- 

DEVELOPMENT BANK OF SOUTH 








AFRICA 









DBSA@ 12.00% 

10346/202 

31/03/2018 

3 953 01 1 

_ 

221 605 

3 731 406 

2 388 633 

_ 

DBSA@ 10.00% 

9631/101 

31/03/2015 

7 728 790 

- 

808 734 

6 920 056 

- 

- 

DBSA@ 12.00% 

9631/201 

31/03/2017 

5 510 135 

- 

367 555 

5 142 580 

7 167 616 

- 

DBSA@ 15.25% 

9631/401 

31/03/2019 

819 578 

- 

32 215 

787 363 

525 741 

- 
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DBSA@ 9.71% 
DBSA@9.81% 
DBSA@ 11.00% 
DBSA@ 14.65% 
DBSA@ 13.75% 


TOTAL EXTERNAL LOANS 


GOVERNMENT TEMPLATE: SCHEDULE OF EXTERNAL LOANS AS AT 30 JUNE 2009 


Loan Number 

Rand 

Redeemable 

Rand 

Balance at 30 
June 2008 

Rand 

Received during 
the period 

Rand 

Redeemed written 
off during the 
period 

Rand 

Balance at 30 
June 2009 

Rand 

Carrying Value of 
Property, Plant & 
Equip 

Rand 

Other Costs in 
accordance with 
the MFMA 
Rand 

9631/502 

30/09/2019 

178 250 


15 500 

162 750 

176 457 


13674/101 

30/09/2020 

2 179 500 

- 

174 360 

2 005 140 

1 406 136 

- 

2955/102 

30/09/2010 

3 479 150 

- 

1 281 070 

2 198 080 

- 

- 

13154/1 

31/12/2009 

100 505 

- 

100 505 

- 

- 

- 

13155/1 

31/12/2009 

25 926 

- 

25 926 

- 

- 

- 



23 974 845 

. 

3 027 470 

20 947 375 

11 664 583 



25 165 249 1 695 143 3 661 959 23 198 433 14 572 225 
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APPENDIX B 
June 2009 


ANALYSIS OF PROPERTY PLANT AND EQUIPMENT AS AT 30 JUNE 2009 
Cost/Revaluation Accumulated Depreciation 


Opening 

Balance 

Additions 

Under 

Construction 

Disposals 

Closing 

Balance 

Opening 

Balance 

Additions 

Disposals 

Closing 

Balance 

Carrying 

Value 

Rand 

Rand 

Rand 

Rand 

Rand 

Rand 

Rand 

Rand 

Rand 

Rand 


Land 

Land 

1 037 872 




1 037 872 





1 037 872 


1 037 872 

- 

- 

- 

1 037 872 

- 

- 

- 

- 

1 037 872 

Buildings 

Buildings 

482 857 

_ 

_ 

■ 

482 857 

195 637 

15 256 

■ 

210 893 

271 964 


482 857 

- 

- 

- 

482 857 

195 637 

15 256 

- 

210 893 

271 964 

Infrastructure 

Roads 

- 

- 

- 

- 

- 

- 

- 

- 

- 

- 

Sewerage Mains & Purif 

249 783 848 

283 586 

- 

- 

250 067 434 

29 722 834 

6 851 383 

- 

36 574 217 

213 493 217 

Water Mains & Purification 

419 605 942 

1 772 160 

53 488 719 

- 

474 866 821 

69 585 889 

16 012 119 

- 

85 598 008 

389 268 813 

Reservoirs - Water 

12 217 311 

- 

- 

- 

12 217 311 

3 01 1 286 

285 061 

- 

3 296 347 

8 920 964 

Water Meters 

6 481 967 

- 

- 

- 

6 481 967 

4 042 803 

582 461 

- 

4 625 264 

1 856 703 


688 089 068 

2 055 746 

53 488 719 

- 

743 633 533 106 362 812 

23 731 024 

- 

130 093 836 613 539 697 
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Other assets 

Office Equipment 
Furniture & Fittings 
Emergency & Fire Equipment 
Motor vehicles 
Computer Equipment 
Computer software 
Other Assets 


Finance lease assets 

Office Equipment 
Motor vehicles 


Total 


ANALYSIS OF PROPERTY PLANT AND EQUIPMENT AS AT 30 JUNE 2009 
Cost/Revaluation Accumulated Depreciation 


Opening 

Balance 

Additions 

Under 

Construction 

Disposals 

Closing 

Balance 

Opening 

Balance 

Additions 

Disposals 

Closing 

Balance 

Carrying 

Value 

Rand 

Rand 

Rand 

Rand 

Rand 

Rand 

Rand 

Rand 

Rand 

Rand 


1 205 034 

31 003 

- 

- 

1 236 037 

935 003 

152 323 

- 

1 087 326 

148 711 

2 641 067 

49 491 

- 

26 004 

2 664 554 

1 659 866 

209 683 

19 081 

1 850 468 

814 086 

51 1 343 

- 

- 

- 

511 343 

359 082 

- 

- 

359 082 

152 261 

5 887 363 

319 311 

- 

580 576 

5 626 098 

4 229 912 

490 550 

436 255 

4 284 207 

1 341 891 

2 697 921 

52 826 

- 

44 368 

2 706 379 

1 656 233 

269 747 

39 932 

1 886 048 

820 331 

154 078 

- 

- 

- 

154 078 

70 676 

16 866 

- 

87 542 

66 536 

2 572 681 

18 486 

- 

1 591 

2 589 576 

1 61 1 434 

405 661 

1 326 

2 015 769 

573 807 

15 669 487 

471 117 

. 

652 539 

15 488 065 

10 522 206 

1 544 830 

496 594 

11 570 442 

3 917 623 


751 020 

- 

- 

- 

751 020 

372 402 

135 184 

- 

507 586 

243 434 

2 835 693 

1 486 968 

- 

462 920 

3 859 741 

580 636 

662 836 

187 483 

1 055 989 

2 803 752 

3 586 713 

1 486 968 

- 

462 920 

4 610 761 

953 038 

798 020 

187 483 

1 563 575 

3 047 186 


708 865 997 

4 013 831 

53 488 719 

1 115 459 

765 253 088 

118 033 693 

26 089 130 

684 077 

143 438 746 

621 814 342 
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APPENDIX C 
June 2009 


SEGMENTAL ANALYSIS OF PROPERTY PLANT AND EQUIPMENT AS AT 30 JUNE 2009 
Cost Accumulated Depreciation 


Opening 

Balance 

Additions 

Under 

Construction 

Disposals 

Closing 

Balance 

Opening 

Balance 

Additions 

Disposals 

Closing 

Balance 

Carrying 

Value 

Rand 

Rand 

Rand 

Rand 

Rand 

Rand 

Rand 

Rand 

Rand 

Rand 


Council 

217 082 

- 

- 

- 

217 082 

137 398 

13 477 

- 

150 875 

66 207 

Municipal manager 

829 225 

- 

- 

215 094 

614 131 

231 915 

94 739 

116 151 

210 503 

403 628 

Corporate services 

3 370 548 

133 320 

- 

- 

3 503 868 

2 461 563 

274 669 

- 

2 736 232 

767 636 

Satellite offices 

808 617 

- 

- 

- 

808 617 

405 758 

64 025 

- 

469 783 

338 834 

Finance 

1 957 346 

- 

- 

77 133 

1 880 213 

1 213 377 

165 922 

65 096 

1 314 203 

566 010 

Technical - regional 

21 854 

- 

- 

- 

21 854 

16 452 

1 684 

- 

18 136 

3 718 

Technical - Planning & IT 

1 706 343 

- 

- 

- 

1 706 343 

1 160 856 

99 190 

- 

1 260 046 

446 297 

Project management 

702 

- 

- 

- 

702 

632 

- 

- 

632 

70 

Corporate Social 

146 319 

- 

- 

- 

146 319 

110481 

8 404 

- 

118 885 

27 434 

Health 

490 103 

- 

- 

- 

490 103 

154 949 

72 959 

- 

227 908 

262 195 

Water services 

449 674 01 1 

3 596 925 

53 488 719 

823 232 

505 936 423 

82 339 436 

18 487 173 

502 830 

100 323 779 

405 612 644 

Sanitation 

249 643 847 

283 586 

- 

- 

249 927 433 

29 800 876 

6 806 888 

- 

36 607 764 

213 319 669 






. 




. 

. 


708 865 997 

4 013 831 

53 488 719 

1 115 459 765 253 088 118 033 693 

26 089 130 

684 077 143 438 746 621 814 342 
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APPENDIX D for the period ended 30 June 2009 
June 2009 


GOVERNMENT TEMPLATE: SEGMENTAL STATEMENT OF FINANCIAL PERFORMANCE FOR THE YEAR ENDED 


Current year 2009 
Yrly Per. 

Act. Bal. 

Current year 2009 

Yrly Per. 

Bud. Amt 

Variance 

Prior Year # 1 2008 
Yrly Per. 

Act. Bal. 

Prior Year # 1 2008 

Yrly Per. 

Bud. Amt 

Variance 

Explanation of 

June 

Year to Date 

Rand 

June 

Year to Date 

Rand 

Rand 

June 

Year to Date 

Rand 

June 

Year to Date 

Rand 

Rand 

Significant Variances 
greater than 10% versus 
Budget 


Less Inter-Dep Charges 
Total 


APPENDIX D for the period ended 30 June 2009 
June 2009 


GOVERNMENT TEMPLATE: SEGMENTAL STATEMENT OF FINANCIAL PERFORMANCE FOR THE YEAR ENDED 


Current year 2009 
Yrly Per. 

Act. Bal. 

Current year 2009 

Yrly Per. 

Bud. Amt 

Variance 

Prior Year # 1 2008 
Yrly Per. 

Act. Bal. 

Prior Year # 1 2008 

Yrly Per. 

Bud. Amt 

Variance 

Explanation of 

June 

Year to Date 

June 

Year to Date 


June 

Year to Date 

June 

Year to Date 


Significant Variances 
greater than 10% versus 
Budget 
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APPENDIX E(1 ) for the ended 30 June 2009 
June 2009 


Actual versus Budget (Revenue and Expenditure) 


Current year Current year 



2009 2009 



Act. Bal. Bud. Amt Variance 


Explanation of Significant Variances greater than 10% versus Budget 

R'OOO R'OOO R'OOO 

Var 



Revenue 

Service charges 

Interest received from investments 

Fines 

Government grants 

Interest received from consumers 

93 160 
538 

5 

234 865 

18 489 

91 389 

811 

278 483 

5 776 

1 771 
(273) 

5 

(43 618) 

12 713 

1.9 

(33.7) Difference represents interest earnecJ in the municipality's primary bank account. 

Municipal (does not budget for fines. Fines is raised when a member of the community contravenes the Bylaws. 

(15.7) Conditions of conditional grants were not met during the financial year therefore not recognised as income. 

220.1 Increase in consumer debts. 


347 057 

376 459 

(29 402) 

(7.8) 

Other income 

Other income 

3 289 

2 031 

1 258 

61 .9 Under budgeted administration income to implement MIG. 

Property, plant and equipment 

- 

400 

(400) 

(100.0) 


3 289 

2 431 

858 

35.3 

Total Revenue 

350 346 

378 890 

(28 544) 

(7.5) 

Expenses 

Employee related costs 

(75 054) 

(78 082) 

3 028 

(3.9) 

Remuneration of councillors 

(3 420) 

(4 088) 

668 

(16.3) Councilors and Mayoral allowance was over provided. 

Debt impairment 

(61 905) 

(700) 

(61 205) 

8 743.6 Change in muncipality's accounting policy. 

Collection costs 

(673) 

(613) 

(60) 

9.8 

Depreciation 

(26 089) 

(1 400) 

(24 689) 

1 763.5 Current depreciation was calculated at financial year. 

Repairs and maintenance 

(18 552) 

(22 735) 

4 183 

(18.4) New vehicles was purchased during year. Old vehicles were disposed off. Car allowance is awarded to the Supervisors. Wh< 
service these vehicles at their own cost. 

Finance costs 

(3 129) 

(4 173) 

1 044 

(25.0) Change in interest rate and DBSA loans settled during the financial year. 

Bulk purchases 

(2 455) 

- 

(2 455) 

Purchase of water was not budgeted for the 08/09 year. 

General expenses 

(215 519) 

(267 098) 

51 579 

(19.3) Conditions of conditional grants were not met therefore expenditure not recognised. 

Impairments 

(5 259) 

- 

(5 259) 

Irrecoverability of the debtor was identified at year end. 

Property, plant and equipment 

(78) 

- 

(78) 

- 


(412 133) 

(378 889) 

(33 244) 

8.8 

Operating profit 

(61 787) 

1 

(61 788) (6 178 800.0) 

Other revenue and costs 

(2 512) 

- 

(2 512) 

- 

Net surplus/ (deficit) for the year 

(64 299) 

1 

(64 300) (6 430 000.0) 
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APPENDIX E{2) 
June 2009 


ACTUAL VERSUS BUDGET (ACQUISITION OF PROPERTY, PLANT AND EQUIPMENT) FOR THE YEAR ENDED 30 JUNE 2009 


Additions Under 

Construction 

Closing 

Balance 

Budget 

Variance 

Variance 

Explanation of Significant Variances greater than 5% versus Budget 

Rand Rand 

Rand 

Rand 

Rand 

% 



Infrastructure 

Sewerage Mains, Purification & 
Sanitation 

Water Mains & Purification 

138 885 

1 827 160 

532 488 719 

138 885 

534 315 879 

889 105 

50 245 491 

(750 220) 

484 070 388 

(540) Project contiued into the 2009/2010 financial year. 

91 Change in prices of contraction matrial. 



1 966 045 

532 488 719 

534 454 764 

51 134 596 

483 320 168 

90 

- 

Finance lease assets 

Motor vehicles 

1 486 968 


1 486 968 

1 486 968 





1 486 968 

- 

1 486 968 

1 486 968 

- 

- 

- 


Other properly, plant and equipment 


Office Equipment 

31 003 

- 

31 003 

71 851 

(40 848) 

(132) Delay procurement process to acquire office equipment. 

Furniture & Fittings 

49 491 

- 

49 491 

38 000 

11 491 

23 The budget was reduced during the budget review. 

Computer equipment 

52 826 

- 

52 826 

- 

52 826 

1 00 UPS burnt and to purchase a replacement. 

Motor vehicles 

319 311 

- 

319 311 

319311 

- 

- 

Other assets 

18 486 

- 

18 486 

13 500 

4 986 

27 The budget was reduced during the budget review. 


471 117 

. 

471 117 

442 662 

28 455 

6 


Total 3 924 130 532 488 719 536 412 849 53 264 226 483 148 623 90 
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APPENDIX F for the ended 30 June 2009 

DISCLOSURES OF GRANTS AND SUBSIDIES IN TERMS OF SECTION 123 OF MFMA, 56 OF 2003 

June 2009 


Name of Grants 

Name of 

I Quarterly Receipts I 

I Quarterly Expenditure I 

I Grants and Subsidies delayed / I 

Reason for delay/withholding 

Did your 

Reason 


organ of 










withheld 


of funds 

municipali 

for 


state or 














tv comply 

noncompli 


municipal 














with the 

ance 


entity 














grant 

conditions 
in terms of 

















grant 

framework 

















in the 
latest 

















Division of 

















Revenue 

















Act 




E39 

Dec 

Mar 

Jun 

^^9 

Dec 

Mar 

Jun 

E39 

Dec 

Mar 

Jun 


Yes/ No 


MIG 

National 

Treasury 

25 000 

20 000 

16 371 

24 000 

27 399 

13 238 

10 343 

33 641 

- 

- 

- 

- 


Yes 


Water conservation & 

DWAF 

- 

- 

1 000 

1 000 

- 

- 

- 

813 

- 

- 

187 

1 000 

Training of 20 plumbers had to be 



demand management 














completed before Retrofitting could 
be performed. 



Drought relief grant 

DWAF 

- 

1 500 

- 

- 

- 

- 

201 

1 299 

- 

- 

- 

- 


Yes 


Finance management 

National 

735 

- 

- 

- 

- 

- 

253 

382 

100 

- 

- 

- 

Delays in procurement process 



grant 

Treasury 













followed for the purchase of 
computer equipment. 



uMtshezi sport field 

KZN Sport & 

375 

- 

1 125 

- 

- 

- 

- 

569 

- 

- 

931 

- 

Delays in procurement process. 




Recreation 













Project manager and contractor 
appionted in 09/2010 



DWAF staff subsidy 

DWAF 

321 

321 

321 

225 

321 

321 

321 

225 

- 

- 

- 

- 


Yes 


DWAF operating subsidy 

DWAF 

10 

10 

7 

7 

10 

10 

7 

7 

- 

- 

- 

- 


Yes 


Shared service centre 

KZN LGTA 

- 

- 

1 000 

- 

- 

- 

- 

- 

- 

- 

1 000 

- 

We are waiting for invoices from the 
local municipalities. 



Finance management 

National 

- 

250 

- 

- 

- 

- 

- 

- 

- 

250 

- 

- 

We are waiting for invoices from the 



grant 

Treasury 













internal auditors. 



Growth and development 

KZN LGTA 

100 

- 

- 

- 

- 

- 

- 

- 

100 

- 

- 

- 

This funding is for the IDP cycle for 



summit 

Arts, culture and tourism 

KZN Arts, 
culture and 
tourism 

- 

1 

- 

- 

- 

- 

- 

- 

- 

1 

- 

- 

09/2010. 

Yes 


Develop Information 

KZN LGTA 

1 000 

- 

- 

- 

- 

- 

- 

- 

1 000 

- 

- 

- 

KZN LGTA requested the 



system 














municipality to delay any 
expenditure. 



Waste management plan 

KZN 

- 

- 

300 

- 

- 

- 

180 

- 

- 

- 

120 

- 

The plan is work in progress. When 




Agriculture 













the service provider completes the 
plan the balance will be paid. 



Staff Training 

LGSETA 

96 

132 

105 

- 

- 

27 

86 

79 

- 

36 

105 

- 

Some of the expenditure was 
earmarked for 09/2010. 





27 637 

22 214 

20 229 

25 232 

27 730 

13 596 

11 391 

37 015 

1 200 

287 

2 343 

1 000 





Note: All amounts Is shown In R' 000. This excludes allocations from the Equitable Share. 
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